











ECONOMIC 
LIBERALISM 


By 
JACOB H. HOLLANDER 


Professor of Political Economy in 
The Johns Hopkins University 





THE ABINGDON PRESS 
NEW YORK CINCINNATI 


UNIVERSITY OF VICTORIA 
LIBRARY 


Copyright, 1925, by 
JACOB H. HOLLANDER 


All rights reserved, including that of translation into foreign 
languages, including the Scandinavian 


“ 


Printed in the United States of America 


To THE Mrmory 
OF 


HERBERT B. ADAMS 


WHO FIRST TAUGHT ME 
THE MEANING OF LIBERALISM 


apt 





CONTENTS 


4 PAGE 
Tue Meantnc or Economic Liserat- 

LESS 5 Ae this gh anuan. M ein heal a Manne 9 
LIBERALISM AND THE Price LEVEL ..... 33 
LIBERALISM AND TAXATION ............ 61 
LIBERALISM AND TRADE UNIONISM...... 103 
LIBERALISM AND SoctiAL REFORM ....... 133 


Economic LIBERALISM AND THE AMER- 
TOUIN REI ELUNS Beam rite Bs ety Peidickel ss. ee 164 





WESLEYAN UNIVERSITY 
GEORGE SLOCUM BENNETT FOUNDATION 


LECTURES 
For the Promotion of a Better Under- 
standing of National Problems and 
of a More Perfect Realization of the 
Responsibilities of Citizenship. 


First Series—1918-1919. STEPS In THE DEvEL- 
OPMENT OF AMERICAN Democracy. By Andrew 
Cunningham McLaughlin. 

Second Sertes—1919-1920. Tue UnttEp States 
AND CanapDa. By George M. Wrong. 

Third Series—1920-1921. ‘Tue Vawipity oF 
American IpEats. By Shailer Mathews. 

Fourth Series—1921-1922. Tue Ipeats oF 
France. By Charles Cestre. 

Fifth Series—1922-1923. Tue Pourricay AwaxK- 
ENING OF THE East. By George Matthew Dutcher. 

Sizth Series—1923-1924. Tue Recent Forricn 
Pouicy or THE Unirep Srates. By George H. 
Blakeslee. 

Seventh Series—1924-1925. Economic LIBErat- 
ISM. 





I 


THE MEANING OF ECONOMIC 
LIBERALISM 


Tue terms “Liberal” and “Liberalism” 
have long held place in American speech. 
The use has been varied and changing; 
but the idea of reasoned dissent from a 
prevailing order has always been present. 

In art, Liberalism thus implies disre- 
gard of conventional form; in letters, it 
suggests departure from accredited style; 
in theology, it means nonconformity with 
doctrinal rigor; in social relations, it de- 
scribes independence of familiar usage. 
Far from haphazard negation, each such 
variant represents the election of an inde- 
pendent approach to an accepted end. 
The purpose is unchanged; but the new 
course departs from the ways of tradition, 
of use and of authority as fresh judgment 
points. 

Surprisingly enough, it is in political 
affairs that the terms have the least com- 
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mon use, and certainly the least definite 
meaning. Some men call themselves Lib- 
erals with no greater warrant than minority 
opposition or independence of party affil- 
iation. A few fasten upon the term as 
a credential for opinions ordinarily deemed 
reactionary. A much larger company are 
Liberals without knowing it—political pro- 
testants groping for new creeds. Among 
none of these groups is there sustained 
advocacy or formal alignment. 

It is the more remarkable that the terms 
“Liberal” and “Liberalism” do not really 
figure in political discussion or in party 
organization in the United States, in that 
in other countries, where representative 
government and party system prevail, great 
constituencies with important legislative 
groups reflecting opinions and preferences, 
designate themselves as Liberals and pro- 
fess adherence to a body of thought and 
a program of policies marked off from 
rival opinions and practices as Liberalism. 

Sometimes this distinction is recent; 
sometimes its roots extend far into the 
nation’s past. In England, Liberalism as a 
party designation traces directly to abuse 
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heaped by the Tories of the early nine- 
teenth century upon the more extreme 
Whigs who supported Canning in his 
championship of Greece and the South 
American republics, and whose opinions 
were contemptuously likened to the revolu- 
tionary doctrines of French and Spanish 
“‘liberales.” As more than once in the 
history of controversy an epithet became 
a title, the bolder Whigs united with the 
philosophical radicals to form a “‘iberal’’ 
party—leaving their late associates to coa- 
lesce as “‘conservatives.”’ 

In France the term “Liberal,” used as 
far back as the Revolution, at first perhaps 
with an ironical connotation, came into 
formal terminology in the political strug- 
gles of 1814-16; in contemporary French 
politics it serves to distinguish the more 
pliant sections of the various parties from 
the rigid main bodies. 

In Germany Liberalism developed, under 
French influence, two decades before the 
revolutionary movements of 1848 as a 
protest against administrative authority in 
political and economic affairs. Since 1867 
two political groups have used the term 
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as a party appellation, the one represent- 
ing the manufacturers and the other up- 
holding the body of liberal tradition. 


This formal cleavage in political senti- 
ment and party organization present in 
democratic states other than our own is 
traceable to like forces and is distinguished 
by like marks. Local and temporary 
issues, peculiar to each country, disturb 
the parallel. But in the main it is true 
that Liberalism in modern democracies 
expresses a common underlying purpose. 

There is agreement. as to thegquality of 
this endeavor. Hobhouse has defined it 
admirably. The state in its several aspects 
starts from the basis of an “authoritarian” 
order, the essence of which is “‘command 
imposed by a superior upon an inferior, 
and backed by the¥sanctions of punish- 
ment.” As absolutism yields to consti- 
tutional government and militarism to 
industrial order, the authoritarian role is 
assumed by social castes and propertied 
classes. 

The protest against authoritarian rule in 
successive areas—religion, politics, social 
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relations, economic affairs—defines the pro- 
gressive course of Liberalism. It appears 
“at first as a criticism, sometimes even as 
a destructive and revolutionary criticism. 
Its negative aspect is for centuries fore- 
most. Its business seems to be not so 
much to build up as to pull down, to 
remove obstacles which block human prog- 
ress, rather than to point the positive goal 
of endeavor or fashion the fabric of civ- 
ilization.” 

This historic prominence of Liberalism 
as a negative policy has led students to 
ask whether critical service exhausts its 
usefulness. “Is Liberalism at bottom a 
constructive or only a destructive prin- 
ciple?”’ Going beyond such questioning, 
Liberalism is sometimes charged with crude 
inconsistency in urging positive policies in 
our own day at outright variance with its 
earlier negative position. 

As a matter of fact, the task of Liberal- 
ism may be either to undo or to do—to 
release or to impose. Historically it has 
filled both roles. Beginning with the neg- 
ative service of removing the obstructions 
of tradition and privilege, it has developed 
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as a positive effort to better man’s estate 
by constructive action. 

There is no contradiction in such con- 
duct even though it involve seeming rever- 
sal. ‘Paradoxical as it may appear,” the 
historian? of English Liberalism has written, 
“to say that a positive policy of constant 
interference is the same as a_ negative 
policy of constant abstention, it is true 
that the mental habit at the back of the 
one is identical with that at the other. 
Both aim at emancipating the individual 
from the things which prevent him from 
developing his natural capacities. The 
Manchester School saw only the fetters 
which directly impeded him. The modern 
Liberal sees also the want of the posi- 
tive aids without which he is only half 
free.” 

It follows that Liberalism as a practice 
conforms to the principle of historical 
_ relativity. The spirit remains constant; the 
expression varies with change in time and 
in place. An identical institution will 
express the Liberal ideal in one conjuncture 
and will deny it in another. 

Liberalism may therefore be appraised as 
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less a formal creed than a habit of mind. 
It is “the disposition of the man who 
looks upon each of his fellows as of equal 
worth with himself.” Certainly, all men 
are not of equal capacity nor entitled to 
equal rewards. But the Liberal is “‘always 
inclined to leave and to give them equal 
opportunity with himself for self-expression 
and for self-development.” He refuses “‘to 
impose his judgment upon that of others, 
or to force them to live their lives accord- 
ing to his ideas rather than their own.” 
Most of all, he insists that other men aré 
“never to be used by him for his own ends, 
but for theirs.” 


Liberalism wins its gains by hard fight- 
ing and holds what it wins by incessant 
vigilance. Recurrently in political, and 
even in religious affairs, reactionary forces 
threaten, and sometimes for the moment 
succeed. Such reactions are the ordinary 
aftermath of war—the Holy Alliance in 
rebound from the Napoleonic struggle; 
Fascism, in train of the World War. But 
opportunist tenure of this kind is brief 
and insecure. The issues are defined, 
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acquiescence gives way to unrest, mil- 
itancy replaces debate, and the pendulum 
swings back by its own momentum to 
normal beat. 

It is in economic and social matters that 
Liberalism must wage its sharpest struggle, 
for here there is clearest agreement as to 
desired end—and profound difference as 
to correct approach. There are few right- 
minded persons who would not maintain, 
as was claimed as to pre-war England, that 
in a country so wealthy as the United 
States of to-day “every citizen should have 
full means of earning by socially useful 
labor, so much material support as expe- 
rience proves to be the necessary basis of 
a healthy civilized existence.” Liberalism 
cannot arrogate exclusive virtue to itself 
in cherishing this ideal; it is the common 
opinion of those who believe in progress. 
Even an insistence that improvement be 
hastened by action instead of being left 
to the slow working of social growth is not 
a sufficient characteristic. 

The distinguishing quality of Liberalism 
in this respect is its insistence that the 
great mass of plain people shall be per- 
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mitted to develop their natural capacities 
and to attain better living conditions 
directly and by their own devices instead 
of having these things secured for them 
indirectly, by or in repercussion from,” the 
self-regarding efforts of a political estate, 
a social caste, or a propertied class. 

So regarded, Liberalism in its economic 
phase, or Economic Liberalism, involves an 
extension of the principle of democracy 
from political to economic and social affairs. 
As against benevolent despotism, repre- 
sentative institutions and universal suf- 
frage distinguish Political Liberalism. As 
against propertied absolutism, direct effort 
and immediate betterment characterize Eco- 
nomic Liberalism. 

The contrast here, again, is in approach. 
An enlightened despotism may be con- 
ceived to have the public weal in mind 
as clearly as a formal republic. The 
French statesman’s epigram might be para- 
phrased: “A powerful king, a secure state; 
a secure state, a happy people.” Yet, 
regardless of the efficiency of absolutism, 
we prefer a bungling, wasteful democracy. 
And this for a familiar and_ sufficient 
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reason. If the despot were supremely wise 
and always just, democracy would never 
have a venture. It is because the political 
autocrat is likely to be uncertain in wisdom 
and varying in justice that we take our 
chance with councilmanic boodlers and 
oleaginous ministers. 

So, too, we may impute to our Captains 
of Industry purposes of best intention. 
Like heroic figures in world history, they 
have raised man’s estate to new plateaus 
by economic conquest and control. If 
good design be lacking, bare self-interest 
compels restraint. Social reconstruction 
stands like a Red Queen in the wings, 
menacing a later-day “off with their heads”: 
“No capitalism, no capital; no capital, no 
capitalist.” 

Were the Enterpriser all-wise and all- 
just, our economic times were most admir- 
ably in his hands. It is because, as social _ 
and economic autocrat, he often lacks — 
wisdom and sometimes withholds justice 
that democracy is tending more and 
more [to withdraw the older unqualified 
mandate and is casting about for wise 
restraints. 
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The failure of Economic Liberalism to 
emerge in the United States as the main- 
spring of a political faith and an organized 
group must be sought in the development 
of American political thought. The Limits 
of Federal Power, Slavery, the Tariff and 
White Domination have been in turn the 
great issues upon which the nation has 
divided—this despite much overlapping in 
span and the momentary prominence of 
minor questions. 

From the Constitutional Convention of 
1787, through Andrew Jackson’s adminis- 
tration, the American people faced the 
growing opposition between an established 
economic class in one section of the coun- 
try, and the claimants of an extending 
frontier and a rising industrialism in an- 
other. The political choice lay between a 
centralized government with a propertied 
aristocracy exercising preponderant influ- 
ence and a popular democracy in which 
the rights of the states remained unim- 
paired and the direction of public affairs 
was given, in so far as possible, to the 
mass of the population. / 

In the thirty years from 1830 to 1860 | 
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the controversy over slavery dominated the 
political thought of the country. Its party 
expression was “State’s rights,” and the 
divergence of opinion as to the nature of 
the Union, evident from the very first days 
of the republic, assumed an unreal im- 
portance. But slavery was localized, and 
the conflict of opinion which it evoked no 
less than the desperate struggle by which 
it was finally determined followed strict 
geographical lines. 

The revenue needs of the Civil War, 
supplemented by a protectionist bias, im- 
posed upon the country a body of mount- 
ing import duties. This “war tariff,” 
regarded at first as temporary, was retained, 
increased, and systematized into a system 
of extreme protectionism to which a swift- 
growing industry adapted itself. Opposi- 
tion developed first as a proposal of 
revenue simplification, fortified by party 
tradition and doctrinal sympathy. Later, 
as the South became again politically 
articulate and the West sank in agricul- 
tural depression, the tariff forged to the 
front as a clear-cut political issue, with 
the industrial North and East aligned for 
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protection, and the agricultural South and 
West for free trade. 

The election of President McKinley, 
in 1896, marked the passing of the tariff 
as a national issue. A weak opposition 
to protection survived as a political tra- 
dition. But industrialism was spreading 
into new areas; the free-silver movement 
was strengthening its political hold, and 
free-trade demand petered out as an un- 
certain “tariff revision”’ proposal. 

Since 1900 the stern doctrine of white dom- 
ination has been the one continuing political 
issue in the United States. Reaching back 
to the bitter experiences of Reconstruction, 
it embodies the social consciousness and the 
cultural life of a definite area. This has 
given it vitality and permanence. 

It thus appears that in a century and 
a half of national existence the divergences 
of political opinion, reflected more or less 
exactly in the alignment of political par- 
ties in the United States, have been deter- 
mined by sectional interest. Economic 
and social elements have always figured 
in this territorial opposition. But the 
issues have been grouped and solidified, im- 
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peding selection and preventing rearrange- 
ment. 


In our own day economic growth is 
merging the old boundaries, and national 
consciousness replacing sectional tradition. 
The transition is in progress rather than 
complete, but much ground has been cov- 
ered and the trend is unmistakable. 

The beginning of the new century may 
be taken as a convenient date with which 
to associate this change. With the reelec- 
tion of President McKinley the party 
issues of the post-Reconstruction period 
became tenuous. Industrial life had 
adapted itself so thoroughly to protec- 
tionism that the tariff ceased to afford 
political encouragement for basic attack. 
The failure of the Bimetallic Commission, 
the second defeat of Mr. Bryan, and the 
adoption of gold monometallism removed 
the currency question from party contro- 
versy. Attempts to magnify the sequels 
of the Spanish-American War into a na- 
tional issue, in the form of opposition to 
“imperialism,” proved a political flash in 
the pan. 
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The years of industrial expansion which 
followed 1900 synchronized with an era, if 
not of good feeling, at least of diminishing 
party divergence. This movement devel- 
oped with increasing definiteness in the 
two succeeding decades. Only the area 
within which slavery had left its bitter 
legacy continued politically intact as “the 
Solid South.” Even here there were signs 
that the powerful solvents of industrial 
development and economic interest were at 
work, and that the doctrine of white 
supremacy would eventually assert itself in 
State and local politics, leaving the na- 
tional contest free to follow the general 
trend. The Progressive schism of 1912 
gave promise of a true alignment, and the 
impress upon American political conscious- 
ness was great and enduring; but by 1916 
its formal course had been. run and the 
old opposition restored. So, too, a decade 
later, entry into the World War and non- 
participation in the League of Nations 
served as opportunist rally cries rather 
than fundamental party issues. 

We are too near the event to understand 
fully and appraise properly the significance 
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of the insurgent movement that culminated 
in the candidacy of Senator La Follette 
in 1924. That its import is symptomatic 
rather than essential and that no immediate 
sequel may be expected seems likely. 


We have thus the phenomenon of a 
quarter of a century of political contest 
between two organized parties, intensified 
intermittently into acute struggle, waged 
with all the panoply and devices of party 
opposition, alternately successful in appeal 
to a national electorate—all without any 
fundamental difference of principle and 
with imperceptible divergence of practice. 

No competent historian of political 
thought, no keen observer of political hap- 
penings, no partisan champion—nor apol- 
ogist—of either political party has, so far 
as I am aware, presented to the puzzled 
student any sufficient explanation of the 
distinctive purpose of either of the two 
great parties that figure in our national 
politics. There is no dearth of historical 
invocation or hypothetical differentiation, 
just as there is no lack of soap-box 
rodomontade and eulogistic heroics. But of 
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plain intelligible answer there is none. 

If we abandon the search for a_phil- 
osophical basis of American political divi- 
sion and examine the actual course of 
party practice in the past twenty-five 
years, the clue to party survival is found 
in the susceptibility of the American elec- 
torate to essentially emotional and oppor- 
tunist appeal. 

Such an inquiry into political realistics 
will show that party appeal, and with it 
party survival in the United States, has 
come to rest upon three considerations, - 
singly or in combination: (1) Resentment, 
(2) Chieftainship, and (3) Group-interest. 

By Resentment is meant the degenerate 
phase of Political Opposition. Historically, 
the service of Opposition in a democracy 
is to keep alive and make articulate in the 
Legislature and among the electorate the 
policies and practices in conflict with those 
for the time accredited, and to do this by 
vigilant check and recorded protest. When 
no such basic difference exists between 
parties, Opposition becomes, in the Legis- 
lature, a carping struggle of “‘outs” against 
“ins,” in which hypercriticism draws inspi- 
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ration from the vision of “loaves and 
fishes,’ and in the electorate sometimes a 
mere weariness at hearing Aristides called 
just; more often a chronic disposition to 
vent the displeasure born of personal loss 
or annoyance by “turning the rascals 
out.” 
A familiar characteristic of Latin-Amer- 
ican politics of the last generation—and to 
some extent of this—has been the organ- 
ization of parties upon the basis of chief- 
tain and clan. Thus, in the Dominican 
Republic, the struggle was long between 
the Jimenistas and the Horacistas. Tracing 
back to a quasi-feudal order, such a system 
with its obvious consequences of demo- 
cratic enfeeblement persists because no real 
issues distinguish the opposed groups and 
reliance is had upon personal attachment. 
In the United States a like tendency 
has become increasingly manifest as the 
political parties have grown less and less 
distinguishable in matter of policies and 
practices. To all intents and purposes the 
major contest in the Presidential campaign 
of 1924—eliminating the Solid South and 
the La Follette ticket—might have been 
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a struggle between ‘“Coolidgistas” and 
“Davisistas.” The outcome has indeed 
been officially acclaimed as the election 
“not of Coolidge the Republican, but of 
Coolidge the man.” 

This tendency would be welcome did it 
really betoken an accurate and discrim- 
inating public appraisal of the character 
and ability of rival candidates. But were 
it so, more than one Presidential election 
would have been left for Congressional 
determination. The most ardent admirer 
of Mr. Coolidge would not impute the 
landslide of 1924 to the personal inferiority 
of Mr. Davis any more than the decision 
of 1916 attested the excellence of Mr. 
Wilson as against Mr. Hughes. What 
really takes place is that the voter, unable 
to align himself with respect to intelligi- 
ble issues, enlists under the banner of this 
or that candidate, whose personality and 
achievement, as presented by effective prop- 
aganda and shrewd political tactic, is most 
appealing. 

A great nation inhabiting a vast do- 
main, with varied resources and pursuits, 
tends inevitably to develop sharp diversity 
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of interests. In default of rational party 
alignment, those concerned in such special 
advocacies will have recourse to extra- 
party organization. Such “organized mi- 
norities’” have been described as_ the 
“invisible” or “extra-constitutional’”’ gov- 
ernment of the United States.? The imme- 
diate effect of these “pressure groups” has 
been significant. The sterility of party 
purpose induces separatist effort. But once 
crystallized into an effective body, there 
is hot-footed chase by the formal parties 
to secure such detached support. This has 
degraded the party platform to the office 
of political bird-lime—judiciously spread to 
insure maximum captures. On the part of 
the voter support of a particular ticket 
becomes the opportunist mode of accom- 
plishing one desired end, to the neglect, 
even at the expense, of all others. 

This failure of traditional party groupings 
to meet divergences of opinion as to eco- 
nomic and social affairs has introduced 
confusion and irresponsibility into our 
political system. A cross-sectional cleavage 
disrupts party responsibility. Groupings 
develop within as sectional and class blocs 


THE MEANING 29 


or as the personal followings of political 
chieftains. Faced by these new conditions 
party solidarity is giving way to political 
restlessness. The new wine of our national 
life will not accommodate itself to the 
old casks. 

Such confusion is either momentary or 
transitional. If the impulse be premature 
or insufficient, the unrest will have the 
short hour of party insurgency. If the 
movement expresses slow growing, deep- 
seated discontent with moldy creeds, it is 
the foreword to a new chapter in party 
history. 

In so far as there are conditions present 
for a new alignment of the American 
people as to economic and social issues, it 
may be expected that political rearrange- 
ment will repeat the experience of other 
states. On the extreme right will be a 
party of Reaction, convinced as to the 
unwisdom of every departure from the 
establishments of the past and clamorous 
for quick return. On the extreme left will 
be a party of Radicalism, vehement in 
denunciation of the existing social order as 
irremediably bad, and ready to take “‘the 
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_ leap in the dark” which constitutes the 
socialistic aim. In between these less im- 
portant extremes will lie a great massed 
center, itself disclosing a distinct cleavage 
between Liberalism and Conservatism, em- 
bracing the overwhelming mass of the 
American electorate and embodying the 
essence of the new political alignment. 

It is conjectural whether this rearrange- 
ment will take the external form of a 
stratification of existing parties or of a 
formation of an independent party. On 
the whole, it seems likely that the change 
will come from within rather than be im- 
posed from without. But be it by pene- 
tration or by frontal attack, the issue 
between liberal and conservative opinion in 
economic and social affairs must mnewitsbhy 
modify American party division. 


We can now turn from this general 
description of the form and quality of 
Economic Liberalism to a review of typ- 
ical exhibits. 

There are, let us agree, four outstanding 
issues as to economic affairs before the 
people of the United States at the present 
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time: (1) The Price Level, (2) Taxation, 
(3) Trade Unionism, (4) Social Reform. 
Such a list by no means exhausts the 
differences in current economic opinion. 
The tariff, the merchant marine, immi- 
gration, the allied debt, the state of the 
farmer are all subjects as to which thinking 
men divide. But the four enumerated are 
perhaps conspicuous in urgency, and, what 
is more significant, the same distinctions 
which obtain here will be found in the 
longer list. 

If these four be analyzed in turn, it will: 
be found that in each case opinion differs, 
not, indeed, as to the ultimate end in view 
—which is always or, at least, is always 
avowed as the public welfare—but as to 
the method by which that end may be 
attained. On the one hand is the train of 
thought which we may term Economic 
Conservatism—that the public welfare will 
be best and most surely enlarged by the 
protection and encouragement of productive 
capital and the assurance and enlargement 
of industrial profits. On the other hand is 
the drift of opinion, fairly described as 
Economic Liberalism, which insists that 
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social well-being is capable of direct treat- 
ment, and that views with doubt policies 
urged on the ground that their ultimate 
consequence will be socially advantageous, 
even though their direct and immediate 
effect be neutral or hurtful. 


I 


LIBERALISM AND THE PRICE 
LEVEL 


Price fluctuations are a normal feature 
of an industrial society. Goods and service 
vary in relation to one another and to a 
conventional measure of value as the thou- 
sand and one conditions affecting reciprocal 
demand and supply undergo change from . 
day to day and from year to year. 

Over and above these incessant changes 
in particular prices referable to factors 
affecting now one, now another commodity, 
there are changes which affect all prices, 
and which we describe as changes in “‘the 
price level.” The price aggregate is thus 
like a tossing sea, where crests and troughs 
appear and pass, but where some great 
natural disturbance is needed to affect the 
hypothetical level. 

A change in the price level is due ordi- 
narily not to changes in the goods and 
services priced but to changes in the money 
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standard in which such prices are expressed. 
Physical substances stand in relation to one 
another as to weight and extension, ex- 
pressed by reference to conventional units 
as so many pounds and yards. If these 
substances be exposed to different condi- 
tions of pressure and temperature, we may 
conceive that their relations to one another 
will vary. But if over and above such 
alterations the yardstick be shortened or 
the pound weight be reduced, there will 
result a general change in the “pound” 
weight or “‘yard’’ length of the substances. 

The same is true as to the value of 
goods and services. Current prices repre- 
sent a ratio between such values and the 
value of a given standard of measurement, 
the money unit—in this country 25.8 
grains of gold, 900 fine, termed the dollar. 
If the value of the dollar be altered, the 
ratios or the prices of goods and services, 
other factors remaining constant, will change 
inversely—trising if the dollar shrinks, fall- 
ing if it expands. 

If a large number of commodity prices 
be grouped, it is likely that the variations 
due to specific causes will counteract one 
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another and that any change apparent 
will reflect an alteration in the measuring 
unit. Thus a rise in general prices will 
indicate a fall in the purchasing power of 
the dollar; a fall in general prices, a rise 
in the dollar’s purchasing power. 

The familiar device for grouping com- 
modity prices with a view to detecting 
and measuring changes in the money unit 
is the Index Number. Various agencies, 
public and private, maintain such devices, 
employing slightly different methods but 
reaching much the same results. Perhaps 
the best known and most generally used in 
this country is the index number of whole- 
sale commodity prices of the United States 
Department of Labor. The wholesale prices 
of four hundred and four commodities, of 
wide range, as current on the fifteenth of 
each month, are carefully collected and 
assigned an importance or “weight,” in 
proportion to their respective places in the 
total production of the country. An arith- 
metical aggregate is then computed and 
expressed as a percentage relative to the 
aggregate, similarly computed, for the year 
1913. In much the same way the Depart- 
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ment of Labor reports a monthly index 
number of retail food prices and a quar- 
terly index number of the “cost of living,” 
in which food, fuel, clothing, shelter, and 
miscellaneous expenditures are further 
weighted with respect to their relative 
importance in a typical family budget. 
Examining such exhibits, the sensational 
fact is that, as compared with 1913, whole- 
sale commodity prices have increased 60 
per cent (January, 1925), retail food prices 
have increased 54 per cent (January, 1925), 
and the cost of living of an average house- 
hold 72.5 per cent (December, 1924). 
Stated in another way, the purchasing 
power of the pre-war dollar as to whole- 
sale commodities is to-day only 621 cents. 
This price movement has not been uni- 
form. From 1913, the base year, com- 
parative stability obtained up to the out- 
break of the World War and for a little 
time thereafter. Then occurred a sharp 
increase, wholesale prices advancing first 
and after a customary “lag,” retail prices ~ 
and cost of living. With our entry into 
the war came government price-fixing, and 
some moderation in the upward price trend. 


THE PRICE LEVEL 37 


After the Armistice, barring a few months 
of hesitation, the price advance resumed, 
contrary to general expectation, and con- 
tinued with great precipitancy until a peak 
was reached in the summer of 1920. With 
the intervention of the Federal Reserve 
Board and the advance in the discount 
rate, the bubble burst and prices dropped 
with equal abruptness until the low point 
was touched in the summer of 1921. Since 
then, despite periods of hesitation and 
uncertainty as to the prospective course, 
there has been an approach to relative 
stability, around 150 as compared with 
100 in 1913, the deviation at no time 
exceeding 7 per cent above or below. 


A full analysis of the sensational price 
movements of the past ten years would 
bring upon the table many factors, the 
respective contributions of which are often 
debated or challenged, and always intricate 
and complex. But that the largest part 
of it is the result of credit inflation—the 
increase of the means of exchange more 
rapidly than the things, goods and services 
exchanged—is the common opinion.’ 
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The “money in circulation” in the coun- 
try, that is, the general stock of money, 
less the amount held by Federal Reserve 
banks and agents, increased from $3,402,- 
105,427, or a per capita circulation of 
$34.35, on July 1, 1914, to $5,628,427,732, or 
a per capita circulation of $52.36, on 
November 1, 1920, and was $8,714,731,249, 
or a per capita circulation of $44.03, on 
January 1, 1925. In other words, the 
country is carrying on its business with 
approximately 28 per cent more circulating 
medium per capita than before the World 
War. As to the increase of deposit cur- 
rency the individual deposits subject to 
check of “all reporting banks” in the 
United States increased from 9,539 million 
dollars in 1914 to 42,954 million dollars 
in 1924. To some extent, human wisdom 
being what it is, inflation is the ordinary 
accompaniment of war financing. Be the 
chief reliance of the warring country bor- 
rowing or taxation or a rational combina- 
tion of the two, it is a seemingly inevitable 
consequence that there is injected into the 
exchange mechanism of the country a 
volume of fiat credit or a mass of additional 
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circulating medium in excess of that re- 
quired by the increase of production or by 
the greater activity of trade. 

In the experience of the United States 
in the World War this tendency was 
aggravated by our policies of (a) “‘borrow- 
ing cheap,” that is, of issuing loans at 
lower rates than the current interest rate, 
thus encouraging recourse to credit ad- 
vances rather than to investment funds, 
and of (b) “anticipatory” borrowing, taking 
the form of the creation of huge volumes 
of bank credit as government deposits in . 
payment of Treasury certificates of indebt- 
edness. Moreover, the continuation of the 
policy of certificate borrowing, even after 
the suspension of active hostilities, operated 
to delay and counteract the natural course 
of credit deflation and price decline, and 
to aggravate their evils when the inevitable 
necessity arrived. 

Beginning with the flotation of war loans, 
at an artificially low rate, the Treasury 
was driven to support the “borrow-cheap”’ 
policy both as to bond buying and cer- 
tificate issue, by insuring a low preferential 
discount rate at the Federal Reserve banks. 


40 ECONOMIC LIBERALISM 


Made possible by a political domination of 
an essentially nonpolitical institution, this 
misuse of the Federal Reserve system as 
the handmaiden of the Treasury was 
attended with severe penalties.® 

There was injected into the exchange 
mechanism of the country a great body 
of deposit and note currency entirely unre- 
lated to commercial needs and_ serving 
fiscal rather than monetary purposes. The 
Federal Reserve Board, shorn of its essen- 
tial power to control expansion at a critical 
stage, became an impotent witness to an 
orgy of credit and currency inflation, which 
the belated resort to higher discount rates 
—literally compelled by the imminence of 
a threatened gold standard—was able to 
correct only through the wastes and losses 
of an imperative deflation. 

Free supply of bank credit in connec- 
tion with our borrowing in the period of 
belligerency may perhaps be explained— 
though not justified—by the exigencies of 
war. But not even this plea is admissible 
as to the resumption of such policies after 
the Armistice and the continued mainte- 
nance of artificially low discount rates. 
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Designed originally to facilitate the antici- 
pation of war loans and taxes, the pref- 
erential discount rate operated during the 
war as an instrumentality for “financing 
by bank credit.” After the war it degen- 
erated into a device for salvaging the 
“borrow cheap” entanglement and for 
masking the existence and staving off the 
maturity of a huge floating debt. 

The procedure of credit issues to balance 
current budgets so violently reprobated in 
the case of European states, continued in 
essence our practice during the post-. 
Armistice months. Instead of using both 
fiat currency and fiat credit we restricted 
ourselves to the more insidious form. The 
demoralizing effect of the two methods 
upon the social structure differed only in 
degree. 


Waiving the further disasters consequent 
upon the abrupt drop and rebound of 
1920-1921, and considering only the up- 
ward movement, we have thus to do with 
a gross war and post-war inflation of our 
exchange media and a corresponding depre- 
ciation in the monetary standard. Higher 
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prices of materials and services added to 
the cost of war and weighted its over- 
hang. Excessive gains were reaped, unre- 
lated to valid enterprise. Undeserved losses 
were suffered by the depreciation of public 
loans. Cheapened credit, exaggerated by 
enormous gold imports, stimulated exten- 
sive speculation, with run-away markets, 
capital shortage, and eventual collapse. 

The direct effects of this price revolu- 
tion upon the great mass of people have 
been even more hurtful. A shrinkage of 
3714 per cent in the purchasing power of 
the dollar means that one third of our 
past savings have been taken from us. 
Fixed incomes have been similarly cut into. 
Salaries have slowly and insufficiently ad- 
justed themselves to the new level. Even 
wages—now at last up to and in some 
cases much beyond the 1913 buying power 
—record a story of personal sacrifice and 
industrial conflict. 

Moreover, the injury is irreparable. The 
hurt of inflation is aggravated, not cured, 
by the wound of deflation. A return of 
the price level of 1925 to the lower range 
of 1913, whether by abrupt collapse or by 
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gradual descent, would be an economic 
catastrophe. As to this accredited eco- 
nomic opinion is agreed. The evil, cruel 
and avoidable as it was, has been done. 
Social wisdom lies in seeing to it that 
there be no repetition and that as to the 
future a Just price policy prevail. 

This assumes that the general level of 
prices or the purchasing power of the 
dollar is capable of control. Indeed, our 
entire discussion is predicated upon such 
an assumption. If prices move irresistibly 
as the wind listeth—in this case the for-. 
tuitous output of the gold mines and the 
still vaguely interpreted course of the 
business cycle—there is no possibility of 
a deliberate social policy. Even more, if 
social regulation of the price level is only 
practicable through some drastic revision 
of our monetary system, such as that 
which Professor Irving Fisher has urged 
with so much ability and courage, any 
discussion of the desirability of regulation 
becomes academic. . 

As a matter of fact, there is no dissent 
among students of finance that the con- 
ditions of such control are present in our 
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credit system—indeed, that the mechanism 
operates willy-nilly, and that the only 
alternative is whether its course be directed 
or haphazard. This results from the 
credit-creating potentialities of the Federal 
Reserve system and its subjection to cen- 
tralized direction, and more drastically 
from the always present possibility of 
legislative action directly affecting the gen- 
eral price level. 

As to the first, the Federal Reserve 
Board has very naturally disclaimed power 
to regulate the level of prices and has 
denied that any such purpose shapes its 
policies. An admission to the contrary 
would expose the Board to pressure, now 
from this quarter, now from that, so 
irresistible that its further usefulness would 
be gravely impaired, if, indeed, financial 
disaster did not abruptly terminate its 
existence. Moreover, like a good court, 
the Board will keep itself free, insofar as _ 
possible, from the cramping effect of for- 
mally defined rules of conduct, ready to 
meet with free hand each new situation 
as it arises. 

But the Board is clear in recognizing 


THE PRICE LEVEL 45 


its relation to the credit situation of the 
country and explicit in asserting that its 
discount policy, as well assuredly as its 
less formal influences, are governed thereby: 
“Good credit administration in times of 
active business expansion should not en- 
courage or assist the excessive accumula- 
tion of forward commitments in business 
and banking which only later on will 
definitely reflect the rate at which they 
have been taking place in resulting changes 
of credit volume and changes of price 
levels; and in times of business reaction 
should encourage enforced liquidation of 
past commitments which also will only 
later on reflect the rate at which it has 
been taking place in altered credit volume 
and price levels.’ 

This is as large a concession as our 
present argument requires. It lies within 
the power of the Federal Reserve Board 
to initiate and sanction policies which 
may be expected to bring about, respec- 
tively, a higher level of prices, a constant 
level of prices, or a lower level of prices. 

Should the flow of gold to the United 
States resume and continue in such vol- 
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ume as to divest the Federal Reserve 
system of effectiveness in checking credit 
inflation and monetary depreciation, re- 
course may be had to legislative action. 
This might reasonably take the form of 
(1) the replacement of the nongold ele- 
ments in our circulation—national bank 
notes, treasury notes, silver certificates—by 
gold certificates or Federal Reserve notes, 
(2) by an increase in the reserve require- 
ments of the national banks, (3) in the last 
resort, by an embargo upon gold imports. 


Shall our policy, then, be inflation, de- 
flation, or stability—rising prices, falling 
prices, or stable prices? Of the three 
deflation, or falling prices, may be elim- 
inated. On its face nothing could be 
more attractive than the prospect of lower 
prices. But, waiving that reduction of 
particular prices designed to correct specific 
exaggerations, it is the hard lesson of - 
industrial experience that falling general 
prices or monetary appreciation mean 
business mortality, lessened employment, 
heightened burden of public and private 
debt and acute social distress. 
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The real issue is between rising prices 
and stable prices. Ruling out laissez- 
faire as a transparent evasion, shall admin- 
istrative policy and legislative action be 
shaped to securing lessened purchasing 
power of the dollar or to maintaining a 
constant measure of value? 

An inclination toward rising prices is no 
new thing nor without doctrinal support. 
More than a century and a half ago David 
Hume contended that it is easy to trace 
an increased money supply “‘in its progress 
through the whole commonwealth; where 
we shall find that it must first quicken 
the diligence of every individual, before it 
encrease the price of labor’ and that it 
is “in this interval or intermediate situa- 
tion, between the acquisition of money and 
rise of prices, that the encreasing quantity 
of gold and silver is favorable to industry.” 

Even General Francis A. Walker, the 
ablest among American economists of the 
last generation and eminent as an expositor 
of monetary theory, recorded in 1876, 
“Tt seems to me that this view of the 
subject commends itself as both rational 
and thoroughly practical,’ adding in rein- 
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forcement: “In the interval, or intermediate 
situation, between the acquisition of money 
and the rise of prices, a stimulus is given 
to enterprise which causes everything to 
take on a new face, labor and industry 
to gain life, the merchant to become more 
enterprising, the manufacturer more dil- 
igent and skillful, and even the farmer to 
follow his plow with greater alacrity and 
attention.” 

In the business world rising prices mean 
increasing profits or lessened losses. This 
is notably true in areas where war-time 
expansion has not been corrected. Here 
and there greater wisdom appears. But, in 
the main, the voice of the business man is 
for rising prices. Moreover, it is a demand 
which gathers strength from sheer prac- 
ticability. Thanks to the golden flood 
which threatens to engulf us, Midas-fashion, 
our banking position offers tremendous 
possibilities of lower discount rates, credit: 
expansion, and price inflation. 

As against this vista of rising prices and 
a diminishing purchasing power of the 
dollar is the prospect of stable prices and 
a constant dollar. The concept of just 
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weight and measure is of the very basis 
of an industrial state. As soon as division 
of labor converts a society in which men 
satisfy wants by direct effort into an 
exchanging community in which every 
man barters that which he has in over- 
abundance for that which he lacks but 
which another man possesses in surplus, 
the need of measurement arises. When 
such transactions are spread over a period 
of time, or become successive, or partake 
of the nature of borrowing and lending, the 
requirement of invariability in the measur- ~ 
ing unit arises. If I have parted with a 
stock of desirable things for a commit- 
ment on another’s part to deliver at a 
future time a quantum of other things 
expressed as so many pounds and yards, 
and in the interval the pound or yard 
is altered or permitted to alter so that I 
come into possession of a smaller physical 
amount than was provided, a gross and 
brutal fraud has been committed. 

Society early realized this requirement 
as indispensable as the protection of prop- 
erty and the inviolability of courts, and 
has met it with increasing effectiveness. 


t 
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A long series of mandates and institutions, 
from the provisions of the Mosaic Code 
to the technical perfections of our own — 
Bureau of Standards, record the definite- 
ness of social opinion in this particular. 
There have doubtless been times and 
places in which an alteration of such 
physical standards would have served to 
stimulate the activity of one class or to 
lighten the burden of another. But a 
profound sense of its vicious druglike 
quality has ordinarily prevented such ac- 
tion, and in the rare cases in which there 
has been lapse, succeeding judgment has 
spoken in no uncertain tone. 

Social opinion has been much slower to 
recognize the need of invariability in the 
measurement of value—the money unit— 
than in the case of weight and extension. 
The cruder forms of depreciation—metallic 
debasement and fiat paper—early passed 
under the ban. Four centuries ago Jean 
Bodin and John Hales ascribed the current 
rise in general prices to the influx of pre- 
cious metals from the New World, and a 
succession of economists to our own day 
have made clear the effect of abrupt gold 


THE PRICE LEVEL 51 


discovery upon prices. But the matter 
has never passed the stage of scientific 
debate. No state has ever undertaken to 
assure invariability in the money unit or 
to protect its members from the injustice 
of a depreciating standard. 

Yet it is clear that the evil of ris-. 
ing prices is alike whether the cause be 
outright debasement, inconvertible paper, 
credit inflation, or gold plethora. In each 
case there is a supply of money in excess 
of business requirement with an accom- 
panying depreciation in the purchasing 
power of the unit and a rise in general 
prices. 

In each case those in possession of 
savings deposits, insurance policies, and 
investment holdings suffer heavily from the 
reduced effectiveness of what has been 
earned, often painfully, over many years 
and put aside, sometimes at great cost, 
in spirit of thrift, foresight, and family 
devotion. Those dependent upon pensions, 
annuities, and fixed allowances of all kinds 
undergo like hardship—even more—in that 
such beneficiaries are likely to be of the 
class least able to bear any considerable 
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loss in real income without corresponding 
reduction in living standards. The plight 
of salaried classes—clerks, teachers, gov- 
ernment employees—consequent upon an 
increased cost of living, is a fact of wide- 
spread and intimate experience. Unor- 
ganized for purposes of collective bargain- 
ing, influenced by customary rates of com- 
pensation, animated by high ideals of public 
service, these groups experience denial and 
hardship as month after month sees an 
actual reduction in already modest earn- 
ings. Insofar as the sheer humanity of 
employers or the intolerable severities of 
the situation bring about a revision in 
such salaries, the increases are in the main 
delayed and insufficient. 

There are in the United States prob- 
ably not less than thirty-five million per- 
sons receiving wage payments. In order 
that this great part of the population 
should remain, as to living conditions, 
barely where they have been, it is necessary 
that their wages should increase at equal 
pace with rising prices. Even this will 
carry with it a mere holding of the wage- 
earner’s own, with no increase in relative 
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well-being, and with no part in general 
social progress or in prosperity. Any less 
increase will mean an actual reduction in 
real wages. 

It is a well established fact that wages 
do not rise closely and at even pace with 
advancing prices. There is certain to be 
a “lag”? with delayed and unequal adjust- 
ment. In the six years from 1913-14 to 
1919-20, during which living costs prac- 
tically doubled, it is likely that the wages 
of well-organized, skilled workers and of 
unorganized but favorably located unskilled 
workers increased as much as the cost of 
living, and in some cases went much be- 
yond. It is equally probable that the 
wage increases which other important 
groups of both skilled and unskilled work- 
ers received during these years were ma- 
terially less than the corresponding increase 
in living costs. 

Such exhibits relate to final outcome and 
not to interim experience. They contain 
no record of the feeling of insecurity and 
of the anxiety to gain only that increase 
in money wages which is needed to prevent 
an actual reduction in real wages. Com- 
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petitive industry rarely grants unasked-for 
wage increase. Even in a relatively favor- 
able phase of the business cycle the wage- 
earner is compelled to fight to maintain 
his foothold, as to a standard of life, in 
the quicksand of rising living costs. He 
derives unrecorded benefits from greater 
regularity of employment, from better 
chance of promotion, and from the readi- 
ness with which members of his family 
secure remunerative work. But in many 
industries and over considerable areas even 
these advantages do not accrue evenly 
with rising prices. 

Just as swiftly rising prices inflict grave 
injury upon working and middle-class 
households, so they confer excessive gains 
upon favored groups of manufacturers, 
wholesalers, and retailers. This is in con- 
sequence of the upward movement of 
prices in the interval between production 
and purchase by the ultimate consumer. 
This does not necessarily imply unscru- 
pulous business methods nor illegitimate 
practices. It is the inevitable consequence 
of a swiftly rismg market. The active 
business man and the merchant are unduly 
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benefited as compared with the consumer, 
the stockholder as compared with the 
bondholder, the borrower as compared with 
the creditor. 

There are wider and graver consequences 
of rising prices than the distress and in- 
juries suffered by particular individuals and 
groups. Much of the social unrest with 
which our country is now beset is traceable 
to the struggle of wage-earners and salaried 
classes to increase their money incomes so 
as to keep pace with the higher cost of 
living—a struggle aggravated by the fa- 
miliar exhibit of huge business profits 
growing out of advancing prices. Not 
only has this provoked acute labor disputes 
but it has involved a less articulate but 
a more dangerous challenging of the polit- 
ical and industrial order under which such 
ills are seemingly possible. Advantage has 
doubtless been taken of this ferment by 
radical agitators, but insofar as their recent 
efforts have been attended with greater 
success than in other times, it is at least 
in part in consequence of the new readi- 
ness to listen to extreme doctrine on the 
part of those who have suffered or have 


56 ECONOMIC LIBERALISM 


seen others suffer undeserved injury from 
rising prices. 


The issue between Conservatism and 
Liberalism as to the price level or the 
purchasing power of the money unit is 
thus clearly defined. Conservatism views 
with satisfaction a rising tendency in gen- 
eral prices as giving a stimulus to business 
enterprise, as enlarging business profits, 
and as enhancing the salable value of 
property. This price increase should not 
be brought about by deliberate artificial 
inflation—whether by the fiatism of Henry 
Ford or the minimum discount proposals 
of stock jobbers or the strong-arm methods 
of agrarian radicals. The gold standard 
must be maintained and the convertibility 
of our nongold currency insured. Sim- 
ilarly, Conservatism opposes any sensa- 
tionally abrupt rise in general prices, such 
as marked the twelve months from May, _ 
1916, to May, 1917, in which the index 
number of wholesale prices rose from 118 
to 181, or from May, 1919, to May, 1920, 
with an increase from 202 to 247. Born 
of painful memory of the business dis. 
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asters of 1921, there is a new appreciation 
that prices which go up sensationally are 
apt to come down catastrophically. What, 
however, Conservatism does tolerate, even 
regard with approval, is a steady upward 
price movement, accompanied by business 
activity unmarred by speculative excesses, 
a rise due to no gross inflationist inter- 
ference with the exchange mechanism and 
with accustomed business routine, but 
imputable to such natural forces as the 
increased volume of gold production and 
the currency demoralization of the Old 
World. Against a _ rising price level, 
so begotten, Conservatism deems it per- 
haps not impious to demur but certainly 
improper to contend. ‘The phenomenon 
presents itself as a natural economic man- 
ifestation, the consequence of which, good 
or ill—evidently, however, good—must be 
taken passively, as of the day’s work. 
To invoke untried, even unfamiliar, devices 
to reverse this trend is contrary to tra- 
dition and wisdom. 

Against such a policy of doing nothing 
—or worse—Liberalism sounds the clear 
note of “just weight and measure.” It 
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sets forth that the service of the dollar 
is to measure value, as the pound measures 
weight and the yard measures extension. 
If the value measure is debased, justice 
is denied, business is undermined, moral- 
ity is degraded not a whit less than if 
the yard stick or the pound weight be 
fraudulently altered. Indeed, a greater 
injury is done. Value transactions are 
“forward” much beyond physical measure- 
ments. The ordinary affairs of an in- 
dustrial society—borrowing and _ lending, 
employing and hiring, saving and invest- 
ing, buying and selling—all involve the 
delivery of present for future values meas- 
ured and expressed in the money unit. 
No grosser wrong could be inflicted, no 
cruder fraud could be perpetrated than an 
alteration of the measuring unit during 
this interval of delivery. 

Liberalism, moreover, insists that the 
responsibility of the state as to a stable 
measure of value is as great in positive 
enactment of measures that will insure 
constancy as In negative avoidance of 
practices that will prevent it. Sins of 
omission are here as culpable as sins of 
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commission. Gold inflation and paper fiat- 
ism differ in degree, not in kind, as to 
economic hurt and social responsibility. 
Liberalism stands for no counsel of per- 
fection in value measurement. It defers 
to economic opinion—agreed as far back 
as Ricardo’s “To me it appears that we 
have a choice only amongst imperfect 
measures, and that we cannot have a 
perfect one, for there is no such thing in 
nature.’® Likewise, as to the complete 
efficacy of the measures proposed in cor- 
rection. Absolute stability of prices is 
not likely to be attained even by the 
wisest administrative policies or the most 
courageous legislative acts; for we are 
dealing with social complexities and im- 
perfect technique. But these shortcomings 
touch upon the familiar limitations of 
human effort applied to physical matter. 
A perfect measure of value, like a chem- 
ically pure element or a completely im- 
penetrable object, is an intellectual concept. 
But this need not reconcile society to a tol- 
erance of gross fluctuations any more than 
the chemical limitation justifies an infected 
water supply or the physical a leaky roof, 
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No one maintains that the Bureau of 
Standards has available for practical use 
an absolute pound or yard or that the 
measures devised by its personnel for the 
construction and protection of working units 
are perfection. It is enough to know that 
grave inconveniences and injustices in physi- 
cal measurement affecting in many ways the 
everyday life of plain people have been 
corrected, and the likelihood of recurrence 
banished, and that year by year as knowl- 
edge grows and instruments of greater pre- 
cision are constructed, there will be closer 
and closer approximation to the end desired. 

Liberalism asks for a like performance 
and a like prospect in the matter of a 
stable price level. The state shall con- 
cern itself, unremittingly and unequiv- 
ocally, by administrative policy and by 
legal enactment, by the means of existing 
agencies and by the aid of others that may 
become necessary, with doing those things _ 
which will insure and leaving undone those 
things which will impair a monetary unit 
of maximum stability in purchasing power 
as evidenced, by relative constancy in the 
general price level. 


Ii 
LIBERALISM AND TAXATION 


THE interest of the American citizen in 
the principles of taxation has, traditionally, 
been small. The crudities of the general 
property tax, the penalties of inexpert 
administration, the evasions of corporate 
capacity, the restraints of constitutional 
limitation, the overlapping of taxing juris- 
diction, the determination of appropriate 
sphere—these, rather than primary ques- 
tions of final incidence, economic effect, 
and fiscal justice, have engaged attention. 

In the main such discussion has had to 
do with State and local taxation. Prac- 
tically every State in the Union, and many 
of them repeatedly, has constituted special 
bodies of inquiry to examine the short- 
comings of its existing State and local tax 
system, to study the experience of other 
commonwealths, and to propose changes 
and reforms—this in addition to the annual 
recommendations of established boards and 
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Some of this activity is explained by the 
imitative habits of American common- 
wealths; the practices of one State as to 
inquiries and amendments are likely to be 
followed in short order by a series of 
others. A more considerable influence is 
the prominence of direct as against indirect 
taxation in State and local systems. In 
direct taxation there is immediate exposure 
of “the pocket nerve,” with greater con- 
sciousness of burden and higher sensitive- 
ness to evasion and inequality. 

In sharp contrast with the continuing 
interest in State and local taxation is the 
unconcern of the American people, almost 
up to our own day, in matters of federal 
taxation. Itis significant that since the Civil 
War period there has been no thorough- 
going governmental inquiry as to the 
actual working and possible improvement 
of our national revenue system. We have 
had hearings and reports on ways and © 
means by standing congressional commit- 
tees; the annual reports of the Secretary of 
the Treasury on the state of the finances 
have presented criticisms and proposals; 
Presidential and congressional campaigns 
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have discussed existing taxes. But there 
has been little thoroughgoing analysis and 
less public enlightenment as to the actual 
revenue provision of the country and as to 
alternate fiscal possibilities. Extraordinary 
emergencies such as the Spanish-American 
War have been met by fiscal precedents, 
constructed largely on the maximum rev- 
enue principle; but with the passing of the 
requirement these “‘war taxes” have been 
repealed and return had to customary 
practice. 

As a matter of fact, since the Civil War, 
the revenue system of the United States 
has been shaped primarily by economic 
and regulative considerations, and only in 
a secondary sense by fiscal policy. Alone 
among the nations of the world, the United 
States, envied and marveled at, had no 
recourse, up to our own day, to direct 
taxation, but met its requirements in the 
main from customs duties on imports and 
excise taxes on alcoholics and tobacco. 
Thus in 1909, a fairly typical year, of total 
ordinary receipts of $603,589,489, some 
$300,711,933 accrued from customs and 
some $246,212,643 from internal revenue. 
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The determining consideration in our 
tariff making has, however, been not rev- 
enue provision but industrial “protection.” 
Certainly, the matter of yield has never 
been entirely ignored; but more and more 
we have drifted from the avowed purpose 
of Alexander Hamilton’s first measure, a 
tariff for revenue with incidental protection, 
to a position in complete reversal—a tariff 
for protection with incidental revenue. 

In much the same way our internal 
revenue taxes on alcoholics and tobacco, 
designed two generations ago to replace 
the Civil War motley of excises by a few 
productive charges on dispensable con- 
sumption, took on the aspect, in the minds 
of important elements of the population, 
of restrictive burdens socially desirable in 
themselves. 

The result was to invest our revenue 
devices with an artificial rigidity and a 
seeming permanence that discouraged the. 
scrutiny and challenge that a democracy 
ordinarily brings to bear upon its tax 
burdens. Impending deficits were averted 
and prospective surpluses absorbed by the 
defeat or passage of optional appropria- 
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tions, and a rough balance struck in the 
crude budget-making of the day by the 
regulation of expenditure instead of by the 
adjustment of revenue. 


In the past decade this acquiescence has 
suffered rude shock from two quarters. 
The adoption of the Income Tax amend- 
ment in 1913 made possible federal recourse 
to direct taxation. The events of the 
World War compelled additional tax pro- 
vision on an undreamed-of scale. 

The incorporation of income taxation in 
our federal revenue system has been a 
current development. Imposed originally 
as an emergency measure during the Civil 
War, it disappeared in 1872. Reenacted in 
1894, it was declared unconstitutional. A 
prolonged discussion led to the adoption 
of the Sixteenth Amendment in 1913. In 
1913 the federal tax on corporations, im- 
posed in 1909 and “called an excise tax 
in order to bring it safely within the con- 
stitutional inhibition,” was merged into a 
general income tax—this marking “the 
definitive adoption of direct taxation as a 
regular part of the national revenue.”” 


66 ECONOMIC LIBERALISM 


War taxation is ordinarily a matter of 
swift undebated imposition. Time is scant, 
the requirement is imperative, the Legis- 
lature is docile, the press acquiescent, and 
the electorate inarticulate. In the World 
War all of these factors were present in the 
United States in the same intensified de- 
gree that the struggle itself bore to our 
earlier wars. 

The usual device of exhuming the body 
of earlier “war taxes’ was clearly imprac- 
ticable on the score of insufficient yield. 
Moreover, with the interruption of com- 
merce and the prohibition of alcoholics 
sharp shrinkage in accustomed revenue was 
imminent. Our requirement became not 
only to supply the additional tax revenue 
for war needs and as a basis for war bor- 
rowing, but to provide substitute for pre- 
war revenue. 

In this juncture recourse, conscious or 
otherwise, was had as in the case of our 
war borrowing and price fixing, to English 
precedents. The Revenue Acts of 1914-18 
incorporated in our revenue system in 
addition to native elements a substantially 
higher “normal’’ income tax, a range of 
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highly progressive income surtaxes, an 
excess profits tax and a progressive inher- 
itance tax—all more or less fiscal novelties 
in American experience and all present in 
some kindred form in the English war 
budgets. 

Our minds have become so dulled to 
what a few years ago would have seemed 
incredible magnitudes that it is not easy 
to grasp the changes which these measures 
wrought in the nation’s tax bill. In the 
fiscal year 1913-14 the “total ordinary 
receipts” of the Treasury were $734,673,- 
166; in 1914-15, $697,910,827; in 1915-16, 
$779,664,552; and in 1916-17, $1,118,174,- 
126. In 1917-18 this had shot up to 
$4,174,010,585, and in 1918-19, had the 
war continued, the probable aggregate 
would have been $8,000,000,000. Even 
with hostilities suspended before the fiscal 
year was half over, the actual receipts for 
1918-19 were some $4,500,000,000 and the 
opinion of the Secretary of the Treasury 
was that for the fiscal year 1919-20 taxa- 
tion should supply $5,200,000,000. In 1919, 
with the Armistice safely behind us, the 
country was paying as much in taxation 
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every eight weeks as it did, before the 
world was set ablaze, each year." 

The tax load of the war and the post- 
war years was borne, if not cheerfully, at 
least with nothing worse than that degree 
of grumbling which in matters of taxation 
is the mark of a decent self-respect. Pa- 
triotism certainly played a part. Oppor- 
tunities to do one’s bit were visualized in 
paying excess profits taxes as in subscrib- 
ing to Liberty Loans and in joining the 
ranks of “dollar-a-year’” men. But more 
prosaic elements also figured. The “nui- 
sance’’ taxes certainly exercised pin-pricking 
annoyance; and the normal income tax, 
as well, perhaps, as surtaxes on unearned 
incomes rested where placed. Thanks, 
however, to our large reliance upon fiat 
credit for financing the war, with resultant 
credit inflation and price increase, it is 
likely that a considerable part of the final 
burden of the heavier direct taxation of 
earned incomes and of business profits was 
shifted and that the real incidence fell upon 
the great body of consumers invariably 
injured in a period of rising prices by the 
rigidity of fixed incomes and the lag in 
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wages and salaries. In this ability of 
those heavily taxed to recoup themselves 
and in the masking of the real burden 
under the delusive labels of “profiteering” 
and “the high cost of living’’ lies no small 
part of the tolerance of war taxation in 
the period from 1914 to 1920. 

With the price deflation of 1920 and the 
accompanying business reaction these con- 
ditions changed. War drums were still 
and patriotism back on its shelf. A period 
of falling, and’ later of stable, prices gave 
no chance for shifting the burden of in- 
come and profits taxes. Most potent of 
all, post-war disbursement had passed its 
peak and a Treasury surplus of revenue 
over expenditure began to appear. The 
country had entered upon the phase of 
tax reduction. 


Our disposition to regard lower tax rates 
as a manner of boon vouchsafed from above 
emphasizes the amazing inattention of the 
American people to the national finances. 
The substantial reduction in our tax bills 
accomplished in 1924 was within reach 
many months before it was obtained. For 
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the year ended June 30, 1921, there was 
an excess of receipts over expenditures of 
some $86,000,000; for the year ended June 
30, 1922, there was a corresponding sur- 
plus of $313,000,000; and for the year 
ended June 30, 1923, some $309,000,000. 
For the fiscal year ended June 30, 1924, 
despite the retroactive reduction of 25 
per cent on six months of the 1924 pay- 
ments of personal income taxes, there 
resulted an enormous excess revenue of 
$505,000,000. 

It is true that these surpluses were not 
squandered but were applied to the reduc- 
tion of debt. But with a statutory sinking 
fund in force, supplemented by large 
receipts from other quarters, the wisdom 
of continuing war-time taxes in years as 
trying as these have been, merely that the 
process of debt reduction be hastened, 
might very well be questioned. Certainly, 
such a policy should have been the subject: 
of public discussion and deliberate adop- 
tion. It is not easy to imagine any other 
country in the world unwittingly bearing a 
tax burden of some hundred millions a 
year beyond its requirements for cur- 
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rent expenditure and statutory debt amor- 
tization. 


In a business prospect not altogether 
free from doubt, at least one bright gleam 
is the certainty of further reduction in 
federal taxation in the near future. The 
estimated surplus for the present fiscal 
year was $67,884,489, and this has been 
unofficially revised to $100,000,000 or more. 
But at this time of writing (March 21, 
1925) the excess of total expenditures 
chargeable against ordinary receipts over 
ordinary receipts is $174,340,233, and the 
likelihood is of a surplus for the year 
very much in excess of the estimate. 

There is much exaggeration and some 
untruth in the arguments commonly used 
in favor of this rather than that reduction. 
One is tempted to recall the declaration 
of a great economist a hundred years ago, 
that all said and done, the real evil of 
taxation is not the particular kind but the 
total amount. 

It is natural that each class in the 
community should wish to be relieved of 
its particular burden, and should incline 
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to magnify the economic advantage of such 
removal. But the incidence of taxation 
is not as simple a matter as is sometimes 
represented. The ultimate relief which 
will come to the people of the United 
States from any prospective reduction is 
that several hundred million dollars now 
annually taken from them as taxes will 
be left to use in consumption or to accu- 
mulate as savings. Just as desirable as 
it is that the load when originally imposed 
should have had regard to fiscal justice, so 
it is right that the relief now in sight should 
be distributed fairly. But the total lighten- 
ing of the‘burden is the final consideration. 

And yet tax reduction, like tax imposi- 
tion, must take some definite form. In a 
revenue system as complicated as our 
federal imposts, a horizontal cut—such as 
the need of haste compelled, retroactively 
in 1924—is obviously slap-dash. A well- 
considered revision must determine what 
changes in the several taxes and rates. 
should be made to absorb the maximum 
reduction. 

This carries with it a summary rejec- 
tion of fiscal opportunism. An “agnostic” 
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theory implying that any knowledge of 
tax incidence is hopeless, a ‘‘diffusion” 
theory setting forth that any tax will in 
the long run be evenly distributed, have 
come to be recognized as veritable hand- 
maidens of legislative disingenuousness, of 
administrative convenience, or, more sinis- 
ter, of class exploitation. We are happily 
long past the day on which fiscal experience 
may be scuttled and all scientific doctrine 
abandoned. 

The multitude of current proposals fall 
into two general groups. On the one hand 
are those favoring a reduction or removal 
- of the higher brackets of the income taxes, 
of the gift and inheritance taxes and of the 
corporation tax—not on account of any 
sordid self-regard nor solely because of 
the maximum revenue calculation, but be- 
cause of the conviction that the lighten- 
ing of such taxes operates to encourage 
enterprise, to enlarge profits, to build up 
capital—and in so doing to stimulate indus- 
try, to widen employment, to raise wages 
and to enlarge general well-being. This 
group of proposals may be described as 
Conservatism in taxation. 
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In opposition, is the body of opinion 
which applies the spirit of Liberalism to 
the domain of taxation. It stands unequiv- 
ocally upon the principle of Fiscal Justice. 
Voiced clearly from the very beginning of 
systematic thinking in fiscal matters, this 
philosophy crystallized a century and a half 
ago in Adam Smith’s first “maxim” with 
regard to taxes:” “The subjects of every 
state ought to contribute toward the sup- 
port of the government, as nearly as 
possible, in proportion to their respective 
abilities; that is, in proportion to the 
revenue which they respectively enjoy un- 
der the protection of the state.” Just as 
taxes are or should be imposed in accord- 
ance with the principle of ability or capac- 
ity, so this doctrine of “tote fair” dictates 
that any lightening of the tax burden 
should be in reverse process—conferring 
relief directly and not by a manner of 
gradual diffusion or ultimate repercussion. * 

Applied to the present fiscal position of 
the United States, Liberalism thus demands 
that such tax reduction as can properly 
result from the current excess of revenues 
over expenditures, should be so distributed 
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that the lightened tax burden will con- 
form to the principle of ability. 

Conservatism, on the other hand, insists 
that the opportunity now afforded for 
lessened tax revenue should be used pri- 
marily to remove or largely to reduce 
certain taxes—the higher surtaxes, the tax 
on corporate income and the inheritance - 
and gift taxes—the fiscal and economic 
effects of which are regarded as peculiarly 
hurtful to the country, even though this 
preferential treatment, on its face, violates 
the principle of taxation according to 
ability. 

With some part of the Conservative 
program, past and present, Liberalism is in 
agreement. Thus the repeal of the nuisance 
taxes—crude survival of older “war tax” 
legislation, small in yield, difficult of col- 
lection, irritating in practice—receives com- 
mon support. Likewise with the Excess 
Profits Tax. New in our fiscal history, 
imposed as an emergency war measure, 
hastily enacted and imperfectly adminis- 
tered, this device after the Armistice 
developed a degree of friction and irrita- 
tion in the business world, to say nothing 
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of a draglike effect upon general industry 
and an influence in aggravating the 
tendency toward rising prices, that estab- 
lished its unsuitableness as a peace-time 
revenue measure. Only when the repeal 
of the Excess Profits Tax was pressed as 
conditional upon the adoption of a “sales 
tax’ did Liberalism oppose its-removal. 

As to such taxes there is no room for 
differing philosophies. They include patent 
errors and evident crudities, that never 
should have been incorporated in the 
revenue system, and as to the wisdom or 
prompt elimination of which most men are 
agreed. 

There are other important aspects of 
current tax revision as to which Liberal 
dissent has to do with the insufficient 
evidence adduced in support of the Con- 
servative case. If the existing tax system 
be unfairly distributed as to burden—that 
is, in violation of ability—then a pref- 
erential reduction for the benefit of the 
overburdened is only a corrective adjust- 
ment. If existing schedules, apart from 
remediable administrative or legislative de- 
fects, are irremediably in excess of “max- 
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imum revenue” rates reduction is im- 
perative unless it be desired to subordinate 
fiscal purpose to regulative ends. If the 
repair of admitted loopholes be beyond the 
powers of democracy, and if efforts so 
directed result in reactionary abandonment, 
then, like courts that cannot be supplied 
with upright judges, or Legislatures that 
cannot be purged of corruption, principle 
must yield to empiricism. 

But these are large and_ unverified 
assumptions—to be established by cold 
evidence and not by heated declamation. 
In the present juncture of American tax 
revision Liberalism opposes preferential tax 
reduction urged on the grounds that present 
fiscal wrongs are thereby righted, or that 
lower schedules will as such yield larger 
revenue, or that enforcement is politically 
or administratively impossible—not because 
such conditions might not exist but be- 
cause no sufficient proof has been adduced 
that they do exist. 


The issue between Conservatism and 
Liberalism in taxation may be regarded as 
fairly joined in the legislative struggle that 
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ended, for a time, in the passage of the 
Revenue Act of 1924; but a renewal of 
which impends. With respect to the 
future—imminent by reason of a swell- 
ing Treasury surplus—Conservatism holds 
or has held that prospective legislation 
should take the form not of “tax reduc- 
tion” but of ‘“‘tax reform’; that such 
“reform” consists—aside from administra- 
tive changes, such as the repeal of the 
publicity provision—of (a) increase in the 
normal income tax perhaps to 6 per cent, 
(b) reduction of the “excessive” maximum 
surtax certainly to 25 per cent and prefer- 
ably to 10 per cent with corresponding 
reduction in lower groups, and elimina- 
tion of progression in rate above $100,000, 
(c) drastic reduction of the existing “‘con- 
fiscatory”’ estate taxes, (d) outright repeal 
of the “unworkable and unduly hampers 
business” gift tax. In the event that such 
changes threaten a Treasury deficit, the. 
gap in revenue might be repaired, pre- 
sumably, by “placing a tax on certain 
specific articles, or by a low-rate general 
tax on a broad class of articles or 
transactions.” 
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The grounds on which such “‘reform’’ is 
urged are part fiscal, part economic. The 
fiscal reasons are maximum revenue and 
administrative convenience. The economic 
considerations are the correction of busi- 
ness blight, impaired initiative and high 
living costs. These changes invite exam- 
ination and criticism from the angle of 
Liberalism. 

A large reduction of surtax rates ~is 
pressed by Conservatism on the score that 
lower percentages would yield the Treasury 
larger revenue—first, because the existing 
rates, being “inherently too high’ and 
“economically excessive,” tend to dry up 
the source; and, secondly, because in the 
interim, they ‘compel avoidance,’’ since 
ways either exist or ‘will always be found 
to avoid a tax so inherently excessive.” 

Insofar as this consideration of max- 
imum revenue rests upon a possible shrink- 
age of the future taxable basis, we have 
to do with an economic factor to which 
attention will hereafter be directed. Turn- 
ing to the matter of avoidance, the Con- 
servative contention is: “If we attempt to 
levy taxes inherently too high, those whom 
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we seek to tax will find some of the many 
ways of avoiding the realization of an 
income which can be reached by taxation, 
and the source of the revenue will decline.” 

Of the “many ways” of avoidance, in- 
vestment in tax-exempt securities bulks 
largest in the Conservative case. The 
Treasury estimates (November 20, 1924) 
that “fully tax-exempt securities outstand- 
ing in the hands of the public amount 
to $13,284,000,000, and are increasing at 
the rate of about $1,000,000,000 a year.” 
Eighteen months earlier when the amount 
so outstanding was “over $12,000,000,000,” 
it was stated that “the loss of revenue to 
the government over what it would receive 
if the income were taxable is estimated 
at over $200,000,000 a year.” Correcting 
this figure with respect to the larger amount 
now outstanding, and allowing for the 1924 
reduction in surtax rates, the assumed loss 
of revenue by similar estimate might be 
supposed to be presented as well over 
$150,000,000 a year. 

The prime corrective for this avoidance 
urged by Conservatism is a constitutional 
amendment permitting the United States to 
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tax the income derived from securities 
issued “by or under the authority of any 
State’—a remedy with which, as a fiscal 
reform desirable in itself, Liberalism has no 
quarrel. 

In view of the refusal of Congress, at 
two successive sessions, to pass even the 
initial enabling resolution, and of the likeli- 
hood, in any event, of long delay, Con- 
servatism, however, proposes that “an im- 
mediate remedy should be adopted.” This 
should take the form of a sharp reduction 
of the surtax rates, as reeommended—to the 
end that: “If the income tax rates are 
reduced to a reasonable figure, the lure of 
tax-exempt securities to the wealthy be- 
comes less appealing and many will put 
their money into business or new projects 
and be content with less return because 
it will give them as much free income as 
would a tax-exempt security.” 

It is doubtful whether in the whole 
range of fiscal controversy so grave 
a proposal has been as confidently urged 
and has obtained as wide acceptance 
upon such insufficient evidence. Walpole’s 
excise scheme was defeated by a ditty and 
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Pitt’s income tax extinguished by a bogey; 
but in both cases the appeal was to ignor- 
ance and passion. Here we have to do 
with a sober question of fact and with a 
jury of assumed competence. 

The tax-exempt case as presented rests 
upon the decline in the number of taxable 
incomes in excess of $300,000 from 1916 
to 1921, and upon the probate return of 
the estate of the late Mr. William Rocke- 
feller, perhaps also upon the published 
details of the fortune of Senator James 
Couzens. Beyond this, the argument is en- 
tirely supposititious—an exposition of what 
might be expected to happen, fortified by 
a loose body of corroborative opinion from 
quarters beneficially or sympathetically in- 
terested. With reasonable diligence I have 
been unable to discover in public advo- 
cacies anything beyond this. It is possible 
that official investigations of a confidential 
character have been made resulting in 
more substantial proof. But if so, these 
have not been made available, and the 
matter can be discussed only in light of 
the evidence publicly adduced. 

The exhibit of a decline in the number 
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of net incomes subject to the maximum 


surtax, 
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—upon which so much reliance is had— 
important though it be, falls signally short 
of establishing the particular contention. 
Net income may decline either from a 
decrease in gross income or from an in- 
crease in lawful deduction other than tax- 
exempt investment, or from both. 

The years 1920 and 1921 in which the 
marked declines fell were years of acute 
business reaction, terminating, for a time 
at least, the bonanza incomes of the pre- 
ceding inflation years. Moreover, these 
very conditions of business losses and 
shrunken values made possible heavy de- 
ductions from otherwise taxable income. 
The extent to which stock sales to estab- 
lish losses for income surtax purposes pre- 
vailed in these and later years, is a 
commonplace in business circles, even 
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though insufficiently understood by the 
general public. Moreover, the significance 
of the 1916-1921 returns has been ma- 
terially affected by the recent appearance 
of the 1922 aggregates, showing 537 returns 
in excess of $300,000—in number more 
than twice those of 1921; 36 per cent more 
than those of 1920, and within 14 per cent 
of those of 1918, a year perhaps less abnor- 
mal than any other of the period. To 
explain this recovery, synchronous with 
reviving business, as the effect of the 1922 
reduction in the maximum surtax rate 
from 73 per cent (applicable to incomes 
of $1,000,000 or more) and to draw the 
moral that ““This illustrates the advisabil- 
ity of reducing the rates on the higher . 
incomes so that more income proportion- 
ately may be available for taxation and 
the burden not have to be borne by the 
smaller incomes’—is a tribute to the 
intensity of the Conservative faith. 
Liberalism does not ignore the lessened 
number of returns subject to maximum 
surtaxes, although insisting that in light 
of the 1922 figures and of the course of 
the business cycle—the effect of the latter 
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magnified, as it has been, by the inclusion 
of capital gains within the meaning of 
income—the exhibit is far less sensational 
than has been represented. This con- 
clusion is confirmed by the results of the 
1923-24 inquiry of the Federal Trade 
Commission on ““Taxation and tax-exempt 
Income.” The contention of Liberalism is 
that the lessened number of the heavier 
surtax liable income returns may have 
proceeded from any one, or from a com- 
bination, of three causes—less gross income, 
tax-exempt investment, other forms of — 
legal avoidance; that to assign the condi- 
tion, to a determining extent, to a par- 
ticular one of these factors without the 
most convincing evidence is unwarranted; 
that, most of all, to base upon such 
insufficient proof a radical change involving 
as we shall see virtual abandonment of 
that principle upon which the income tax 
rests, is unsound. 

The lapse of Conservatism on this score 
is the greater, in that the opportunity has 
always existed, and still exists, for ascer- 
taining the exact truth as to the part 
played by tax-exempt investment. Instead 
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of vehement assertion and reassertion of 
what may be, a simple investigation of 
what is, would have lifted the whole con- 
troversy into a new plane. 

In the seven years, 1916-1922, there 
were in all 4,795 returns of net incomes 
in excess of $300,000. Of the 1,296 who 
made such returns in 1916 a certain num- 
ber continued in the quota year after year; 
‘but the largest number dropped out in 
succeeding years, either to remain out or 
to reappear, their places being taken to 
a limited extent by others whose subse- 
quent experiences were similar. 

The question in issue, in simplest form, 
is this: To what extent did taxpayers 
once in the $300,000 group pass out of it 
by reason of tax-exempt investment. The 
fiscal dictum ascribed to Horace Greeley 
is here not inappropriate: “The way to 
resume is to resume’—the way to find 
out is to find out. A dozen of the Treas- 
ury’s accountants could complete such an 
inquiry in three months. 

It has been stated that ‘The extent 
to which people of wealth have had resort 
to this means of avoidance is not avail- 
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able to the government except in returns 
for inheritance tax purposes.” But this 
can refer only to the 1921 and 1922 returns, 
and even here it calls for important qual- 
ification. For reasons not entirely clear 
the Revenue Act of 1921 removed the 
requirement that tax-exempt income be 
reported. But this became effective as 
to the returns for 1921 and _ thereafter. 
For the first five of the seven years the 
information is or should be available. For 
the later years and for fuller detail as to 
the earlier period, the administrative au- 
thority of the Treasury would seem ample 
to obtain the requisite information. Con- 
ducted by expert investigators and pro- 
tected by official confidence, an inquiry of 
such cardinal importance could give no 
just ground for complaint on the score of 
offensive inquisition, large expenditure, or 
protracted delay. The results made avail- 
able in aggregate with such cover as may 
be desirable to prevent individual dis- 
closure, would constitute a “sampling” 
exhibit of accredited statistical validity and 
would put an end to a barren and mis- 
chievous altercation. It is only by such 
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means, and not by demagogic outcry on 
the one hand nor by strong-arm propa- 
ganda on the other, that the American 
people will be convinced. 


Tax-exempt investment has come more 
and more to occupy the leading place in 
the Conservative argument for surtax re- 
duction on fiscal or maximum revenue 
grounds. Very much less prominence is 
given the other modes of legal avoidance— 
stock sales to establish losses, conversion 
of individual and associate into corporate 
ownership, creation of holding companies, 
and the half dozen other devices at the 
finger-tips of every income-tax consultant. 
It might be ventured that had a tithe of 
the energy spent in emphasizing the sup- 
posititious effect of tax-exempt investment 
upon surtax receipts been devoted to. 
acquainting the public in detail with the 
avoidance methods actually employed there 
would be a different story to tell. 

As it is, Conservatism uses the general 
fact of such other forms of avoidance to 
supplement the case of surtax reduction, 
in two related ways. In the first place, 
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it maintains that attempted repair of 
existing gaps is futile in that “‘ways will 
always be found to avoid a tax so inher- 
ently excessive,” that only “a reasonable 
rate of tax will make elaborate expensive 
methods of avoidance unprofitable,” and 
that “the resolution of the problem lies 
not in passing more laws but in adopting 
laws with more reason’’—reason, in this 
case, being the reduction of the maximum 
surtax rates. In the second place, Con- 
servatism contends that, in consequence of 
legislative inertia, partisan resistance and 
political selfishness, the “holes” in the 
income tax by which the high surtaxes are 
avoided, cannot be closed in the near 
future, that “the probability is strong that 
in four or five years the income tax will, 
as a matter of practical politics, be past 
patching,” and that to save the device as 
a part of the national revenue system the 
maximum surtaxes should be reduced not 
by “‘a mere straw,” as effected by the 1924 
Revenue Act, but to the full 25 per-cent 
maximum proposed.“ 


From all of the foregoing Liberalism 
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dissents. It is unconvinced that tax- 
exempt investment—the one means of legal 
avoidance as to which remedy is unlikely 
—plays anything like the part assigned; 
it denies that the other “‘holes” are, as a 
matter of politics or legislation or admin- 
istration, incapable of repair. 

This dissent is not to be dismissed as the 
protest of rarefied theory against disillu- 
sioned practice. Nothing is more common 
than the habit of the practitioner, whether 
in business or in politics, to justify his 
departure from established principle on the 
score of assumed practical necessity. It 
is in this way that a distinguished leader 
in the financial world explained notorious 
lapses in our war economics: “It was 
patriotism that for the time being dis- 
placed or disregarded economic laws or 
principles’’—as to which I have elsewhere™ 
ventured to suggest that even patriotism 
did not flout the conservation of energy 
or the combustion of gases or bacterial 
incubation. So, too, the verdict of history 
may be expected to condemn our war- 
borrowing policy as sharply as it has 
Secretary Chase’s performances in the Civil 
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War, even though participants, properly 
describing themselves as having been “right 
in the midst of it,” have maintained that 
our borrowing machinery was “the best 
that could have been devised’”’ and that 
“no other way was open to pay for the 
war.” 

In such juncture the opinion of those 
actually engaged is likely to be of less 
value, because of the very fact of imme- 
diate proximity. The leaves obscure the 
forest. A ship’s course must be laid by 
compass and chart and not by sudden 
gusts of wind and patches of blue. Sci- 
entific verity, and not assumed expediency, 
is the ultimate standard by which eco- 
nomic policies and fiscal practices are 
appraised. 

The enforcement of a progressive income 
tax undoubtedly presents grave difficulties. 
But so does the Volstead Act or the Anti- 
Trust Act, or the Narcotic Act—or any 
other interference with a composite of self- 
interest and customary habit. Democracy 
does not turn tail at this prospect. Non- 
enforcement, due to legislative defect or 
administrative laxity or group hostility, will 
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not of itself compel abandonment of a 
socially desirable enactment. If the exist- 
ing surtax rates seek to express the prin- 
ciple of taxation according to ability and 
if this doctrine be ingrained, as I believe 
it is, in the consciousness of the American 
people, the circumstance of present non- 
enforcement will not convince the American 
of the necessity of change. Economic 
analysis and positive experience suggest 
that income-tax rates as high as those 
now in force can be efficiently collected. 
It may or may not be just to impose them; 
it may or may not be economically wise 
to enforce them. But the fiscal argument 
of itself touches none of these arguments. 
It says nothing as to present injustice or 
future consequence. It maintains only that 
with rates as they are legislative defects 
cannot be amended, administrative gaps 
cannot be repaired, administrative com- 
plexities cannot be avoided; that with rates 
drastically reduced all of these objections 
will disappear, and therefore that in the 
interest of maximum revenue and admin- 
istrative simplicity such “reform” is neces- 
sary. 
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Turning now from fiscal to economic con- 
siderations, Conservatism inveighs against 
high surtaxes on the score that they under- 
mine business, deaden enterprise, and 
burden the consumer. These are familiar 
complaints—as old as industrial taxation 
itself. The element of truth involved is 
that every form of taxation, whatever its 
kind or degree, is in the first instance a 
deduction from well-being and a drag upon 
thrift and enterprise. 

More than one lance has been broken 
in support of the social and economic 
advantage of this rather than that form of 
taxation. Sometimes the reported gain has 
been specific. David A. Wells tells us 
that when the internal revenue tax on 
distilled spirits was increased in 1862-65 
from twenty cents to two dollars per gallon, 
“the popular hair preparations into which 
alcohol entered largely as a constituent 
vanished from the market, and manufac- 
turers of patent medicines and cosmetics 
generally abandoned their old preparations 
and adopted new ones”; and that “the 
manufacturer of horse medicines, who used 
fifty thousand gallons of spirits in 1863, 
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woefully testified in 1865 that his business 
was destroyed.” 

More often the imputed advantage has 
been general. Writers of the seventeenth 
and eighteenth centuries urged that taxes 
on the necessaries of life gave “a great 
stimulus toward an improvement in the 
condition of the laborer, in sobriety, care- 
fulness, and efficiency.”” And to provide 
for the other contingency David Hume, 
writing in 1753, observed that “‘where taxes 
are moderate, are laid on gradually, and 
affect not the necessaries of life, such 
difficulties often serve to excite the industry 
of a people, and render them more opulent 
and laborious, than others, who enjoy the 
greatest advantages.” 

Whatever illusions may have existed as 
to taxes and disguised blessings were effec- 
tually dispelled by the fiscal experiences 
of the Napoleonic contest. In 1817 David 
Ricardo summed up the matter squarely. 
in a dictum from which there has since 
been little dissent: ‘There are no taxes 
which have not a tendency to impede 
accumulation, because there are none which 
may not be considered as checking pro- 
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duction, and as causing the same effects 
as a bad soil or climate, a diminution of 
skill or industry, a worse distribution of 
labor, or the loss of some useful machin- 
ery; and although some taxes will produce 
these effects in a much greater degree than 
others, it must be confessed that the great 
evil of taxation is to be found, not so 
much in any selection of its objects, as in 
the general amount of its effects taken 
collectively.” 

There is no positive evidence to support 
the contention that the existing surtaxes 
inflict social injury by operating as a blight 
upon business and a drag upon enterprise, 
to a degree greater than would result from 
any other taxes, productive of like amount 
and that would not so obviously con- 
travene the principle of equality and of 
ability to pay as to be wholly inadmissible. 
Economic theory affords no support to the 
Conservative assertion and business expe- 
rience fails as signally to confirm it. 

The surtaxes are a direct charge upon 
income, and there is an immediate sense 
of burden and deprivation. If the alternate 
tax were disguised or the incidence masked, 
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as in the case of indirect taxes imposed at 
the source and successively shifted, there 
might be no popular consciousness of the 
burden, but it would be there none the less. 
The mischief of a toxic infection continues 
even though a silicate counteracts the 
ordinary symptom of rising temperature. 
There is even less warrant for the con- 
tention that surtaxes tend directly to 
increase commodity prices and the cost of 
living generally than for their assumed 
unfavorable effect upon business enterprise. 
As a result of penetrating analysis Pro- 
fessor Seligman, the most accomplished 
student of fiscal theory and practice in the 
United States, concludes not only that 
“the surtaxes will not be shifted to the 
consumer in the shape of higher prices,” 
but that the same is true of the normal 
tax. A high income tax may indeed dis- 
advantageously affect the position of other 
classes besides the immediate taxpayer,” by 
interfering with an anticipated fall in prices 
and a possible rise in wages. But these 
are collateral consequences, very different 
from the direct sequence upon which the 
Conservative case rests, and from which, 
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unhappily, no alternate form of taxation 
is free. 7 


Only bare reference can be made to the 
inheritance and gift taxes, for the drastic 
reduction or outright repeal of which Con- | 
servatism is outspoken and as to the 
propriety of which action Liberalism is un- 
convinced. Much of what has been said 
above as to the income surtaxes is applic- 
able here. Repeal is urged by Conservatism 
on the dual score (1) that inheritance taxes 
are already imposed by almost every State 
in the Union and that to avoid either a 
confiscatory total charge or a diminution 
of state revenue, the federal government 
should withdraw from this area; and (2) 
that, more fundamentally, high inheritance 
taxes tend to the actual depletion of 
capital, to the lessening of capital values 
and the discouragement of capital building. 

As to the first, Liberalism is reluctant to 
see the federal government relinquish a 
fiscal device peculiarly appropriate to a 
national jurisdiction, highly productive 
when efficiently administered and_ thor- 
oughly accredited by the experience of 
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great industrial societies. It believes that 
federal withdrawal would only stimulate 
competitive resort to inheritance taxation 
by the States, and in so doing magnify the 
present evils of wide diversity in rates, 
duplication in levy, and flagrant avoidance 
in liability. 

The deterrent effect of inheritance tax- 
ation upon capital building, Liberalism 
regards as an old specter in slightly 
altered garb. Whatever elements of truth 
attach to it have to do with the inevitable 
repression in every tax imposition and with 
remediable defects in the content and 
administration of the particular measure. 
It is too late to revive hypothetical assump- 
tions which the fiscal thought of a half 
century has examined and the fiscal prac- 
tice of great states has dismissed. 


Liberalism finds its present task in oppo- 
sition to a so-called “reform,” urged on 
what it deems to be mistaken or insufficient 
ground, that would change radically the 
spirit of our federal tax system from the 
principle of ability to the principle of 
preference. But this negative position is 
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only the momentary phase—compelled by 
the exigencies of time and place—of a 
positive faith. ; 

The heart and center of Liberalism in 
taxation is Fiscal Justice—the people of the 
United States should contribute to the 
support of the federal government in accord- 
-ance with their economic ability. Of the 
amount so needed a part—under existing 
and prospective political conditions, def- 
inite and inelastic—is supplied by customs 
receipts and internal revenue. For the 
remainder reliance must be had upon other — 
forms of taxation—at present, taxes on 
income, profits, estates, and gifts. 

The Treasury estimates that for the 
fiscal year 1925-26 the ordinary receipts of 
the government—consisting of customs and 
internal revenue—both .income tax and 
miscellaneous taxes, will be $2,985,875,000. 
Of this $535,000,000 will accrue from cus- 
toms, and $764,125,000 from miscellaneous 
internal revenue, other than estate and 
gift taxes. In other words, of estimated 
tax income of nearly 3,000 million dollars, 
some 1,300 millions will accrue from cus- 
toms duties and internal revenue excises. 


100 ECONOMIC LIBERALISM 


But the customs and excises, like all 
consumption imposts, are regressive—vary- 
ing not with the taxpayer’s capacity but 
with his expenditure and therefore weighing 
relatively lighter as economic capacity in- 
creases. The disparity must be corrected 
by the “compensatory” quality of the 
other tax forms. They must not only 
conform to the principle of ability in them- 
selves, but must undo the injustice done 
by the regressive character of the con- 
sumption taxes. 


Liberalism thus opposes both the aban- 
donment of the principle of progressivity 
and the return to exclusive or major 
reliance upon indirect taxation. It stands 
firm for the continuing presence of pro- 
gressive income, profits, and inheritance 
taxation in the Federal Reserve system. 
As the fiscal necessities of the country grow 
less, these charges should be lightened, but 
only as a part of general tax reduction 
and to the end of leaving the remaining 
load adjusted, in so far as legislative wis- 
dom can devise, to the principle of ability. 

The matter may not be determined by 
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authority nor dismissed by epithet. Sound 
principle, tested by adequate fact, can alone 
give answer. Official authorship is in 
itself no guarantee any more than popular 
outery is the voice of God. Proposals and 
arguments from finance ministers, fortified 
by the counsel of official advisers, are 
entitled to the hearing and study properly 
given to authority and competence. But 
this presumption carries no immunity from 
scrutiny and analysis. If official opinion 
prevail, it must be because of validity, not 
of sponsorship. 

This smacks of homily tinctured with 
platitude. The warrant lies in the dis- 
position, widely current in substantial cir- 
cles and extensively broadcast by diligent 
propaganda, to treat as sacrosanct the 
proposals of officialdom. Conservatism here 
arrogates to itself familiar attributes. Its 
program is exclusively “‘scientific,’”’ its doc- 
trines are impeccably “sound,” its critics 
are economic illiterates, its opponents are 
of the “‘soak-the-rich” variety. Dissent is 
“socialistic experiment” and amendment is 
“a club to punish success.” 

Liberalism is not disturbed by these 
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outcries. Too many epithets have figured 
in its past struggles—“‘socialistic” yester- 
day; “paternalistic” the day before—for 
objurgations to prevail now. Resolute in 
faith, dogged in insistence, it acclaims 
justice in taxation as of one kind with 
political equality and civic integrity. It 
is not a corollary of democracy; it is 
democracy. 


IV 


LIBERALISM AND TRADE 
UNIONISM 


In the past half century there has been 
an impressive reversal of expert opinion 
as to the economic warrant and social 
utility of labor organizations. The older 
position has been described with vividness 
by the historians of trade unionism:” 


Down to within the last thirty years it would 
have been taken for granted, by every educated 
man, that Trade Unionism, as a means of bettering 
the condition of the workman, was “against Politica] 
Economy.” This impression was derived, not so 
much from any explicit declaration of the econo- 
mists as from the general view of wages which 
enlightened public opinion had accepted from them. 
The Theory of the Wage Fund, in conjunction with 
closely related theories of the accumulation of 
capital and the increase of population, seemed 
definitely to contradict the fundamental assump- 
tions on which Trade Unionism depended. If 
Political Economy was understood to demonstrate 
it was plainly impossible, in any given state of capital 
and population, to bring about any genuine and 
permanent rise of wages, otherwise than in the slow 
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course of generations, it was clearly not worth while 
troubling about the pretensions of workmen igno- 
rant of economic science. Accordingly, for the 
first three quarters of the century we find, beyond 
the accustomed denunciation of outrages and strikes, 
practically nothing but a general and undiscrimi- 
nating hostility to Trade Unionism in the abstract, 
couched in the language of theoretical economics. 

The reaction came, first, in admission of 
the actual achievement of trade unionism, 
then, in recognition of its tactical necessity 
in wage bargaining, culminating in radical 
reconstruction of the theory of wages. 
From the time of Longe and Thornton “the 
verdict of the economists” has been vir- 
tually unanimous in insisting that a neces- 
sary assumption of free competition in 
wage contracting is the organization of 
labor for purposes of collective bargaining. 
This has not involved approval of all the 
policies nor indorsement of many of the 
practices of modern trade unionism. But 
there is essential agreement as to the 
primary contention, that collective bar-— 
gaining is necessary for the workman to 
secure as wages at least that part of the 
product of industry which free competition 
tends to award him,” 
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The reasoning which has led to this 
conclusion is simple and direct. In every 
industrial society large bodies of toilers are 
in receipt of incomes less than enough to 
maintain wholesome existence. This insuf- 
ficient income of normally competent work- 
men means either that the mechanism of 
wage determination is socially unsound, or 
that the mode, while sound in itself, is 
perverted by impeding forces. Modern 
economic philosophy maintains the latter 
view, and denies that an insufficient wage 
is a necessary consequence of free industrial. 
contract. 

Since there is nothing inherent in modern 
wage determination to prevent the normal 
worker from securing under ordinary con- 
ditions an economically sufficient wage, his 
inability at times to do so must be in 
consequence of relatively weaker position 
in industrial bargaining as compared with 
the capitalist employer. The inferiority 
ordinarily results from the incomplete sub- 
stitution of collective for individual wage 
adjustment by the laborers. Where the 
level of free competition in wage bargain- 
ing is thus tilted to the disadvantage of the 
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laborer, the practicable method of restoring 
equilibrium is the organization of the labor 
supply into a competitively equal unit. . 

Precisely the same logic obtains as to 
the efforts of more skilled or more favor- 
ably circumstanced workers to prevent 
displacement by wage reduction from an 
accustomed standard of life, or even to 
secure by wage advance some part of 
increased business profits or of general 
economic progress. | 

The replacement of individual by col- 
lective bargaining in wage adjustment is 
the prime purpose of contemporary trade 
unionism. ‘Such was not always the pri- 
mary design, and to it have certainly been 
added other significant activities. But 
collective bargaining is, after all, the dom- 
inant concern; whatever else a labor organ- 
ization attempts is in reenforcement of 
this device. 


The affirmative attitude of Liberalism 
toward trade unionism rests upon an im- 
plicit acceptance of the foregoing. The 
worker is entitled to competitive equality 
with his employer in wage contracting. 
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This is denied him by individual bar- 
gaining. Ten or a hundred men dealing 
in turn with a single employer, either as 
to original employment or improved terms, 
are at a gross disadvantage. Only when 
the group seeking work can negotiate as 
a unit, and not as successive particles, 
with the unit offering work, ordinarily a 
single employer, is a plane of competitive 
equality established. Collective bargaining 
is thus an economic necessity and trade 
unionism is the instrumentality by which 
it is exercised. 

Conservatism in its more extreme form 
dissents outright from the assumed require- 
ment. It asserts that collective bargaining 
in any manner is both futile and wrong. 
It is wrong because it violates the personal 
liberty of the worker and invades freedom 
of action on the part of the employer. It 
is futile because wage rates and terms of 
employment are determined by economic 
law; demand and supply, and not the mode 
of higgling, govern the price of labor. 
Moreover, even were collective bargaining 
effective and valid, its devices are socially 
vicious. 
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Such time-honored contentions call for 
little answer in detail. They mark a 
curious recrudescence of eighteenth . and 
nineteenth-century individualism. In eco- 
nomic affairs ‘“‘personal liberty”’ is a relative 
term, subject on all sides to the restraints 
of competitive opposition within the limits 
established by the state as socially expedi- 
ent. As applied to trade unionism, Mr. 
Justice Holmes’ classic dictum, “The 14th 
Amendment does not enact Mr. Herbert 
Spencer’s Social Statics,” supplies an epi- 
taph for the final interment of a ghost 
that might have been deemed laid with the 
repeal of the Combination Laws a cen- 
tury ago. 

As to economic futility, we may properly 
recall the dry comment that to propose 
“demand and supply” as the formula of 
a distributive share is to offer a husk for 
a kernel. The hide-bound rigidity of the 
old wage-fund theory with its automatic 
awards has been discarded and the demand 
and supply explanation simply implies that 
the conditions of employment at any given 
time and place are affected by the ratio 
of available capital to the supply of local- 
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ized labor. Implicit herein is the assump- 
tion that the laborer will be able by bar- 
gaining equality to secure his competitive 
share. 

Finally the denunciation of trade union- 
ism in general because of the unsocial 
quality of practices or policies. of par- 
ticular unions or of exceptional experiences 
is a grave relapse into the fallacy of 
specific instance, ordinarily traceable to 
insufficient acquaintance with the subject 
matter. Every competent student of Amer- 
ican trade unionism must reject the picture 
which ex-President Charles M. Eliot has 
in this manner drawn: 


No union man can utilize any unusual skill or 
capacity he may possess to secure his own advance- 
ment. He cannot be eager or zealous at work, 
either in his employer’s interest or in his own. He 
cannot be sure of bringing up his sons to his own 
trade. He cannot secure a rise of wages except 
through the union. He finds that the union rules 
make it very difficult for him to pass from the 
journeyman class to the employer class; but, worst 
of all, he is deprived of the individualistic motive for 
personal improvement from day to day and year 
to year. He sees that rapid workers and pace- 
setters are outlawed. He sees that his union makes 
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apprenticeship unnecessarily long in order to keep 
down the number of journeymen; that it stops the 
employment of old men who are not worth the 
union wage; that it causes younger men who are 
dull and slow, and therefore not worth the union 
wage, to be employed only irregularly, at moments 
of unusual activity in their trades; and that it 
causes women to be pragtically excluded from many 
trades because they are not worth the union wage 
of men .... 


Opposition to trade unionism in this 
spirit clatters as an outworn creed, not to 
be reviled with Carlyle. as “a pig philos- 
ophy,” but to be calmly put aside as men 
give over things of a past day. Fairly 
described as Reactionists, its dwindling 
exponents are such as a great captain of 
industry” must have had in mind in speak- 
ing of “the standpatters, who ignore the 
extraordinary changes which have come 
over the face of the civilized world and 
have taken place in the minds of men; 
who, arming themselves to the teeth, at- 
tempt stubbornly to resist the inevitable 
and invite open warfare with the other 
parties in industry; and who say, ‘What 
has been and is, must continue to be— 
with our backs to the wall we will fight 
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it out along the old lines or go down in 
defeat.’ ” 

Conservatism, in its more competent 
form, is opposed not to collective bargain- 
ing as such but to the exclusive identi- 
fication of the device with trade unionism,, 
and more particularly to the mode of its 
exercise and to the methods of its enforce- 
ment by the typical trade union. This 
opposition may be regarded as centering 
about (1) Nonworker Representation, (2) 
Closed Shop, (3) Injunction Restraints. 

The propriety of any group of workers — 
organizing for collective bargaining or for 
related purposes is admitted, but the right 
of such a group to employ as spokesman 
an agent not in the employ of the estab- 
lishment is denied. As to the closed shop, 
a worker should be at liberty to join a 
union or to refrain from doing as he sees 
fit; if, however, he joins the union, he may 
not insist that those who are unwilling 
to do so should be refused employment. 
Finally, Conservatism insists that the 
courts, to insure constitutional guarantees 
and to protect common-law rights, can 
properly restrain by injunction proceedings 
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a trade union from employing certain 
methods of enforcement, even though these 
in themselves be not acts of violence. 

These particulars do not exhaust the 
Conservative case any more than they 
represent photographically the alignment. 
The opposition is insufficiently indicated at 
one extreme and exaggerated.at the other. 
Variations of place, industry, and leader- 
ship figure. But in the main the differ- 
ence is typified and, to a considerable 
extent, summed up in the contrast. 

In all of these respects Liberalism is in 
opposition. It maintains that in each case 
—the right to nonworker representation, 
the maintenance of the closed shop, and 
the disuse of injunction restraints—we have 
to do with a necessary implication of an 
effective trade unionism, and that to admit 
the reasonableness of collective bargaining 
and to deny the methods by which, in 
train of long industrial experience, it can 
alone be made effective is mere lip-service. 


On its face the refusal of an employer 
to treat with his workers through any 
other instrumentality than one of their own 
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number seems just and reasonable. Only 
those directly affected should have a voice 
in the matter. The common interest and 
personal regard of employer and employee 
can then have play. Any other course 
invites interference and meddling by pro- 
fessional mischief-makers. 

Such argument, Liberalism contends, 
must be either uninformed or disingenuous. 
The revision of disputed wage rates and 
the adjustment of working conditions—the 
ordinary occasions for collective bargaining 
—call for moral firmness, technical expe-~ 
rience, and tactical competence on the part 
of the negotiators. On all three counts 
a spokesman-negotiator chosen from the 
workers, is at a grave disadvantage. How- 
ever formal his mandate, he cannot bring 
to his task the courage of one who has 
nothing to fear from an employer’s dis- 
pleasure. His technical experience is lim- 
ited to a specialized job; of what is hap- 
pening elsewhere, of business conditions and 
union experiences generally, his equipment 
is negligible. He is inexpert in the finesse 
of negotiation, ignorant of when to give 
way and when to stand firm. 
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On the other hand, the employer as a 
negotiator has the moral ascendency of 
class and tradition; economically and so- 
cially he is still a “master” dealing with 
his “men.” His technical equipment is 
supplemented by intimacy with general 
trade conditions. He has at his elbow an’ 
expert advisory staff and can requisition 
professional information services. Ordina- 
rily he acts “upon advice of counsel,” and 
if his own ability as a tactician in per- 
sonnel matters is in doubt, an associate 
will act in his behalf. 

So obvious is the reasonableness of per- 
mitting a group of workers, when bargain- 
ing collectively, to use a spokesman and 
negotiator of their own free choice, regard- 
less of who he may be and whence he may 
come, provided he be reputable and decent, 
that it is impossible to escape the possi- 
bility, encouraged by study of recent 
industrial experience, that other considera- 
tions may figure in the resistance of 
employers to nonworker representation. 

In the case of a group of workers to 
whom collective, bargaining is a recent 
concession and to whom any form of 
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joint action has theretofore been denied, 
the employer’s hostility to nonworker repre- 
sentation is ordinarily traceable to the 
historic conditions under which industrial 
contract has developed. A survival of 
patronal relations marks an invariable stage 
in the long evolution of wage negotiation. 

Of greater significance is the hostility 
to nonworker representation growing out of 
the employer’s determination to prevent 
the union from gaining an entry in or 
from enlarging its hold upon the industry 
in which a company union has been estab- 
lished. The conclusion reached in this 
particular by a competent student” of the 
relative usefulness of the shop committee 
and the trade union, is fairly expressive 
of Liberal sentiment: 


The limitation of the choice of representatives in 
shop committee systems to the employees of the 
particular company is a limitation on the right of 
representation and a partial denial of what is pro- 
fessedly offered. While such representation is an 
improvement over individual bargaining and while 
much good has been accomplished under it, until the 
shop committee provides for the representation of 
the employees by experts of their own choosing, 
from whatever source derived, the trade union will 
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be justified in condemning it as imperfect and in 
standing out for representation of the workers in 
the true meaning of the term. 


The principle of the closed shop is em- 
bodied in the rule that members of a 
trade union shall not work where non- 
unionists are employed, unless such non- 
unionists fall within classes exempted by 
the rules of the union from the require- 
ment of membership. The closed shop 
may be “simple,” referring to workers 
within its jurisdiction in a single estab- 
lishment; or “‘extended,”’ covering two or 
more shops, engaged upon work which 
falls within the jurisdiction of a single 
union; or “joint,” involving common action 
by a group of related unions in mutual 
discrimination against nonunion men. In 
any event the trade-union position is refusal 
to work with the nonunionist and resort 
to “economic weapons,” if necessary, -to 
enforce the stand. 

Prior to 1901 the closed shop contro- 
versy took the form first of independent 
endeavor by local unions, and later of 
independent resistance by local employing 
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groups. Since that date national associa- 
tions of employers or powerful corporate 
interests have carried on the struggle, as 
against national unions and _ associated 
groups of unions. 

Trade unionism regards the closed shop 
as a necessary device for effectiveness in 
collective bargaining. A few unions, as 
the railway unions and brotherhoods, by 
reason of the peculiar quality of the trade, 
its high skill or long apprenticeship or 
uninsurable risk, have found it practicable 
to disregard the issue. Many other unions, 
unable to enforce their demand, assent of 
necessity to the presence of nonunion 
workers. But here, as in the general body 
of trade unions, the ideal is entertained of 
complete unionization, enforced by unwill- 
ingness to work where nonunionists are 
employed. 

This stand is sometimes crudely mis- 
represented as the new arrogance of con- 
temporary unionism. As a matter of fact, 
tracing back to the beginnings of union- 
ism, it summarizes trade union philosophy 
as supported by a long story of hard-won 
experience. A few unions couple with the 


118 ECONOMIC LIBERALISM 


closed-shop policy a “‘closed-union” prac- 
tice; but this indefensible association is 
neither common nor growing. 

In trade union advocacy of the closed 
shop sentimental considerations such as 
“sharing the burden” and “‘fellow-servant”’ 
doctrine serve a window-dressing purpose, 
but the real’ motives are more funda- 
mental. The closed shop enables the 
union to enforce discipline among its own 
members. From the burden of dues to 
the restraints of standard rules, the indi- 
vidual worker is called upon to subject 
temporary personal advantage to continu- 
ing group interest. To enforce this denial 
some sanction is necessary and none is so 
effective as the fear of exclusion from 
ready employment. Closely related is the 
responsibility of the union in collective 
bargaining. Unless there be full control 
over individual workers, subject to its 
terms, there is no guarantee of compliance 
with the covenants of a trade agreement. - 

Just as the closed shop enables the 
union to control its own membership, so 
it safeguards the union against employer’ 
encroachment. Standard wage scales and 
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working rules are not exposed to the 
undermining effect of nonunion concessions, 
and union membership does not suffer the 
disintegrating effect of the employer’s nor- 
mal preference for nonunion labor—extend- 
ing in extreme case to gross discrimination 
against, even to outright “victimization” of 
the unionist. 

Opposition to the closed shop is in part 
abstract and general, in part concrete and 
specific. Of the first kind are the some- 
what moth-eaten declarations that the 
device is an invasion of personal liberty, 
that it is the expression of monopoly, and 
that it is a violation of anti-conspiracy 
enactments. 

Opposition to the closed shop, insofar as 
it rests upon less general grounds, has to 
do with the protective instinct of the em- 
ployer in collective bargaining and with the 
irksome restraint of trade-union rules. In 
some instances the employer’s hostility is 
traceable to a specific misuse of trade- 
union power or is a rebound from an actual 
industrial conflict. More often it repre- 
sents an instinctive desire of the employer 
Esbloniag in the case of organized in- 
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dustry into an avowed purpose with formal 
ways and means—to equip his establish- 
ment with a more docile working force. 
Deferring to necessity he must employ a 
quota, greater or less, of union workers. 
To the extent that he can avert actual 
or threatened unionization in full by a 
dilution of nonunionists he relieves the 
inflexibility of union rules, he injects pli- 
ancy into collective bargaining, and, most 
important of all, he weakens the line of at- 
tack or defense in case of outright conflict. 

The sympathy of Liberalism with the 
closed shop* proceeds from the conviction 
that the closed shop struggle, as actually 
waged, is an exhibit of industrial warfare, 
with effectiveness in collective bargaining 
as the issue. There is little to choose in 
social desirability between the respective 
_ tactics of the contending parties. The 
strike-breaking, black-listing methods of 
the National Founders’ Association and of 
the National Metal Trades Association, are 
in themselves as socially regrettable as 
the sympathetic strike of the National 
Building Trades Council or the joint closed 
shop of the Metal Trades Department. of 
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the Federation of Labor. Liberalism may 
regret the conflict; but it will not stig- 
matize, in one-sided fashion, the device 
employed by one of the contestants the loss 
of which virtually foredooms the struggle. 


The use of injunctions in labor disputes 
is a characteristic of American industrial 
practice.” First granted by a State court 
in 1888, and by a federal court in 1891, 
such intervention has become habitual. 
Trade unions have occasionally resorted to 
the courts for injunctions against employers 
and sometimes have sought injunctions in 
connection with disputes with other unions. 
But the ordinary use of the injunction is 
by or at the instance of the employer 
against the union in connection with a 
trade dispute. 

The formal ground on which injunction 
restraint is sought by the employer is that 
the initiation of a threatened strike or the 
continuation of a strike in progress will, 
by the anticipated or actual exercise of the 
union’s methods of enforcement, endanger 
the life, injure the property, or invade the 
rights of the employer. 
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Judicial warrant for injunction is found 
by the courts in the common-law prin- 
ciples as to combination and conspiracy and 
in the statutory provisions of the Sherman: 
anti-trust law. This practice was for a 
time checked by the enactment by Congress 
in 1914 of the Clayton Act, and by the 
efforts of organized labor to secure the 
passage by the States of anti-injunction 
laws similar to the Clayton Act. Since 
1920, however, the earlier tendency has 
resumed. “Not only have a larger num- 
ber and more drastic injunctions been 
issued by the federal courts in connection 
with labor disputes during these years than 
in any previous period, but the United 
States Supreme Court has rendered de- 
cision after decision establishing clearly that 
the Clayton Act did not solve the injunc- 
tion question.” 

The restraints imposed by the courts 
have ranged from general prohibition of 
acts of violence, deliberate intimidation and 
organized picketing to specific interferences 
with peace-time union activities and omni- 
bus denials of familiar practices. The 
extent to which such specific enjoinments 
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have been carried is amazing. I am in- 
debted to Mr. E. E. Witte, of the Wis- 
consin Legislative Reference Bureau, whose 
researches have done much to illumine the 
subject, for the following detailed exhibit: 


U.S. v. Hayes. U.S. Dist. Ct., Dist. Ind., Judge 
Anderson (1919). In this case the officers of the 
United Mine Workers of America were enjoined 
from: (a) issuing orders calling a general strike of 
the bituminous coal miners; (b) issuing any orders 
relative to the conduct of such strike or “any 
messages of encouragement or exhortation”; (c) 
paying any strike benefits; (d) “conspiring, com- 
bining, agreeing or arranging with each other, or 
any other person, to limit the facilities for the pro-. 
duction of coal, or to restrict the supply or distri- 
bution of coal, or aiding or abetting the doing of 
any such act or thing.” After this injunction was 
issued it developed that the order calling such 
strike had been given prior thereto, and the court 
then directed the union officers to issue an order 
countermanding the order to strike. This manda- 
tory injunction was complied with, but the miners 
did not return to work until a settlement of the 
strike was arranged by President Wilson. 


Borderland Coal Corporation v. United Mine 
Workers; Aetna-Sewell Smokeless Coal Co. v. 
United Mine Workers; Alpha Pocahontas Coal Co. 
v. United Mine Workers, U.S. Dist. Ct., N. D. W. 
Va., Judge McClintic (1922). In these injunctions 
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the officers of the United Mine Workers were en- 
joined from attempting in any manner to unionize 
the miners of the Mingo coal field, even by per- 
suasion or to enforce anywhere in the United States 
the check-off system of collecting union dues. In 
the last mentioned case they were, also, enjoined 
from “doing any act or thing which will lessen the 
ability of the plaintiff to enter into competition 
with the coal produced by the operation in the 
Central Competitive Field.” All these extreme 
clauses were stricken out from these injunctions 
upon appeal to the U. S. Circuit Court of Appeals. 


Gilchrist Co. v. Metal Polishers, ete., Union No. 
44. In Chancery, Newark, N. J. (1919). Pro- 
hibited the defendants from in any manner inciting, 
persuading or ordering any employee of the com- 
plainant to leave the complainants’ employ, (and) 
from giving any support or assistance to any such 
employees, if they shall strike or refuse to work 
for complainant.” 


Bausch Machine Tool Co. v. Hill, 120 N. E. 188% 
(Mass. 1918). Prohibited “maintaining, carrying 
on, aiding or abetting in any manner the strike in 
force against the plaintiff.” 


Van Owners’ Association of Greater New York 
v. Huth, Sup. Ct. Kings County, N. Y. (1920). 
Prohibited the defendants “from in any manner 
obstructing er interfering with any of the plaintiffs’ 
members in securing skilled employees to carry on 
their, work.” 
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Southern California Iron & Steel Co. v. Amal. 
Ass’n of Iron, Steel and Tin Workers, 200 Pae. 1 
(Cal. 1921). “The aforesaid defendants are also 
enjoined from hindering or obstructing or attempt- 
ing to hinder or obstruct, in any manner the plain- 
tiffs’ business or any part thereof.” 

Talbot Co. v. Skerstons, Superior Court, Suffolk 
County, Mass. (1922). Prohibited the defend- 
ants from “interfering either directly or indirectly 
with the plaintiffs’ business, its customers, employees 
or others having business dealings with it.” 

Dempsey v. Local 400, Cooks, Helpers, Waiters’ 
and Waitresses’ Union, Superior Court, Spokane 
County, Washington (1922). Prohibited the de- 
fendants “from attempting to dissuade patrons of 
the plaintiff from patronizing him.” 

Graceline Dress Co. v. Jt. Bd. of International 
Ladies’ Garment Workers’ Union, Superior Court, 
Cook County, Ill. (1924). Defendants enjoined 
“from soliciting or inducing any person employed 
by any of the complainants, respectively, to quit 
such employment.” 

It is true that these represent extreme 
rather than typical cases, and it is also 
true that upon appeal the higher courts 
have often reversed more extreme action. 
But the gravity of the issue remains 
unaffected. ; 

In the same way the range of the in- 
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junction has tended to become more sweep- 
ing and comprehensive, reaching a climax 
in 1922 in the remarkable order by the 
United States District Court for the North- 
ern District of Illinois wherein the striking 
railway shopmen were enjoined from 


“Attempting to induce by the use of . . 
entreaties, argument, persuasions, rewards or other- 
wise . . . any person to abandon the employment 
of said railway companies. . . . Assembling .. . 
numbers of the members of said federated shop 
crafts . . . in proximity of said railway com- 
panies . . . andby . . . persuasion 
entreaties or arguments or in any other way attempt 
to prevent any of the employees of the said railway 
companies . . . fromentering upon . . . their 
- duties. In any manner by letters . . . word 
of mouth . . . oral persuasion or suggestion 

or otherwise in any manner whatsoever 
. encouraging any person . . . to abandon 
the employment of said railway companies.”’?® 


Conservatism, in the main, gives ap- 
proval to the use of the labor injunction. 
It is regarded as the effective safeguard of 
person, property, and the orderly conduct 
of business against the violence and intim- 
idation of organized conspiracy, illegal in 
itself and menacing in its method. Like 
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any other form of judicial or administra- 
tive regulation, the labor injunction occa- 
sionally reflects the intensity of local feeling 
or sometimes suffers from the excess zeal 
of its grantor; but specific lapses do not 
affect the social usefulness of the device 
itself. 

Conservatism, accordingly, denounces the 
exemption features of the Clayton Act. 
It is equally hostile to the enactment of 
the State anti-injunction acts and it views 
with disfavor any withdrawal of legal 
intervention from its present place. 

On the other hand, Liberalism is em- 
phatic in opposition to the use of injunc- 
tion in trade disputes. It regards the pro- 
cedure ineffective as to purpose, mischievous 
as to result, and, most important of all, 
unsound as to basic theory. 

As to the first, the labor injunction has, 
in the opinion of the most careful students 
of industrial controversy, failed signally to 
accomplish the direct end in view. Its 
immediate design is to prevent acts of 
violence. But acts of violence are in all 
States criminal offenses. To prohibit such 
acts by injunction does not render them 
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any more criminal than they would other- 
wise be. Moreover, injunctions do not 
increase the police protection enjoyed by 
employers. They can be enforced only by 
contempt proceedings, and in practical 
experience delays and appeals have ordi- 
narily divested this of any real usefulness 
to the employers. 

Nor have injunctions served much better 
to realize what in point of law they are 
designed to accomplish—the prevention of 
unlawful rather than of criminal acts; that 
is, to protect the property rights of em- 
ployers rather than to prevent acts of 
violence. The results have been various. 
“In many strikes in which injunctions 
were issued, little or no violence occurred 
thereafter. In other cases, however, the 
issuance of an injunction seems to have 
made little difference or to have actually 
increased the violence.” 

Insofar as the general industrial position 
of the employer is concerned, injunctions 
against the continuation of strikes, against 
organized picketing, against formal boy- 
cotting have been nominally successful; but 
the victory to the employer has in the 
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main been Pyrrhic. The strike becomes a 
“vacation,” without resumption of work; 
the picket line is replaced by home solici- 
tation and the published unfair list gives 
way to word of mouth. 

Whatever doubt may exist as to the 
direct benefit of the labor injunction to 
the employer, there is no uncertainty as to 
its collateral mischief to society in general. 
More than any single factor, perhaps more 
than all other factors combined, the labor 
injunction is responsible for the growing 
distrust among wage-earners, of the integ- 
rity of the courts and of the impartiality 
of the law. Officially the attitude of organ- 
ized labor to injunctions has always been 
one of defiance. The American Federation 
of Labor has almost accepted as a slogan: 
“In the case of an injunction in labor dis- 
putes, contempt of court is respect for 
law.” Upon the courts the reaction has 
been “to arouse the resentment of strong 
judges and the fear of weaker judges.” 

In labor circles the injunction has be- 
come a bitter political issue, and the issuing 
courts or “injunction judges” the object 
of hate. It is likely that the conviction 
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that the law is unjust and that its admin- 
istration is unfair—largely consequent upon 
the use of the labor injunction—has had 
much to do with the great amount of 
lawlessness which has characterized labor 
disputes in this country. Certainly, this 
opinion has been responsible for the cor- 
diality of organized labor..toward recent 
proposals looking toward radical revision 
of the federal judiciary. 

Although injunctions have neither pro- 
tected employers nor injured organized 
labor to the extent commonly supposed, they 
have undoubtedly played an important part 
in the termination of trade disputes. This 
grows out of deterrent rather than cor- 
rective effect. With the prospect of cita- 
tion for contempt before the workers an 
industrial contest takes on a new and 
uneven quality. The shock attack of a 
striking union—picketing and boycotting— 
is broken. Less efficient unions are cer- 
tain to be handicapped and recent converts 
to unionism are often detached. Public 
opinion, with its underlying deference to 
judicial decision, is likely to swing from 
unconcern or doubt to definite sympathy 
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with the employer. “In such cases the 
issuance of an injunction may well be the 
turning point which insures victory to the 
employer.” 

Liberalism has no sympathy with the 
predetermination of a trade dispute in this 
manner. It regards effective organization 
and collective bargaining as an indispensa- 
ble guaranty of industrial welfare. In 
such bargaining competitive equality should 
be present; certainly it must not be pre- 
cluded. If the employer has easy and 
certain recourse to injunction, there is no- 
possibility of equality. He comes to the 
conference table with the assurance of 
judicial reinforcement; he takes the field 
with the knowledge that the enemy’s guns 
are spiked. 

An eminent jurist has referred to the 
grave error, from the standpoint of popular 
respect for law and the courts, of “com- 
pelling the United States Courts to take 
up the shock of our industrial warfare” 
and of “placing upon our federal courts the 
nonjudicial duty of maintaining the nega- 
tive side of the dispute while organized 
labor maintains the affirmative.””’ But far 
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graver than its reaction upon public respect 
for law is the extent to which the labor 
injunction violates the principle of a square 
deal in the tense game which, stripped of 
sentimentality, is, after all, the essence of 
industrial controversy. 

In bargaining, even in fighting, the 
worker is entitled to at least a fair field 
and no favor. He must conform to the 
rules of the debate, or of the ringside, but 
his antagonist should not have the tactical 
advantage of knowing that, while discus- 
sion goes on, an automatic is within his 
own reach, or that, if an actual fight 
develop, his opponent’s hands are tied. 


V 


LIBERALISM AND SOCIAL REFORM 


Pusuic regulation of social affairs pre- 
vails, to greater or less extent, in every 
industrial society. The manner in which 
this has come about is much the same in 
all countries. An accompaniment of un- 
regulated capitalism is unsocial working 
conditions. By exposure and analysis the 
public conscience is aroused to the existence’ 
of such ills. Corrective measures are de- 
layed by cless interest, reinforced by tra- 
ditional individualism, biological analogy, 
constitutional limitation, and judicial rigid- 
ity. Gradually the practice of social 
regulation grows, followed more slowly by 
validation of the principle. But long after 
the main position is won, hard fighting 
goes on in entrenched strongholds. 

In the United States this belated re- 
sistance to accredited social reform is 
typified by the successful opposition, for 
the time being at least, to the legal fix- 
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ture of minimum working conditions in 
three related directions—Hours of Work, 
Minimum Wage, and Child Labor.. Tem- 
porary defeat has been suffered as to each 
of these proposals, less because of insuffi- 
cient occasion or of ineffective device, but 
in the main because of conflict with con- 
stitutional limitation, as interpreted by the 
courts or as entertained by legislative 
action or popular referendum. 

An impasse has therefore been reached 
which must continue until public opinion 
will have crystallized with such definiteness 
as to dissolve the restraints of political 
theory and constitutional interpretation and 
thereafter to effect slowly but inevitably a 
reversal of judicial opinion. Into this 
campaign, Liberalism enlists with the same 
confidence that has marked its part in the 
major struggle. 


Before examining the particular measures 
which typify the present attitude of Lib- 
eralism toward these contested proposals of 
social reform, brief reference may be made to 
what might be described as doctrinal oppo- 
sition—individualism and social evolution. 
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Little need be added to what has already 
been said as to the part of individualism 
in this controversy. Whatever welcome 
may have been accorded the policy of non- 
intervention in times more congenial to 
the acceptance of abstract philosophical 
doctrines as rules of public conduct, there 
is supreme impatience in our own day 
at the suggestion of passivity as a re- 
sponse to the challenge of social ills. 
Such eighteenth-century watchwords as 
“natural rights” or “the beneficent sys- 
tem of natural liberty”? sound to the twen- 
tieth-century ear as archaic as the terms 
of alchemy or the conventions of political 
arithmetic. 

So too with biological analogy. Even 
though masked in the more respectable 
phrases of social evolution, laissez faire has 
been repudiated alike by public sentiment 
and by expert opinion as the sufficient 
corrective of economic disorder. Were it 
true that natural selection, working raw 
and unaided in social evolution, would 
eventually remove what all right-minded 
men and women regard as plague-spots in 
our industrial system, the process of elim- 
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ination would yet be so slow, so wasteful, 
and so brutalizing as to insure its rejec- 
tion as a social policy. It is not even clear 
that the survival of the socially fittest 
would be unattended by misery. Indeed, 
the very assumption of such a process is 
a struggling mass, crowded down to bare 
subsistence from which survivorship is possi- 
ble only at the expense of insufficiency 
and despair on the part of the under- 
trodden. As I have elsewhere ventured to 
point out,” it is a lethargic optimism rather 
than scientific warrant which forecasts 
social progress through social inaction. 
This is the lesson of all labor legislation. 
Unrestricted competition tends to preserve 
rather than reduce the socially less favor- 
able elements in modern business. Left to 
itself capitalistic industrialism would have 
made slow progress in the improvement of 
working conditions. 

This vista is the graver in that we have 
to reckon with the desperate efforts of 
marginal enterprises rather than with the 
greed of average employers. For modern 
industrial activity is unlike with respect 
to the conditions of production. The 
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principles of differential cost and marginal 
determination, which the classical econ- 
omists conceived as peculiar to agriculture, 
prevail over the whole field of industry. 
Just as there are, in every branch of busi- 
ness, captains of industry who, by reason 
of unusual ability, favorable location, and 
abundant credit, are able to reap large 
gains, so quite at the other extreme there 
are insecure enterprisers limited in oppor- 
tunity, handicapped in resources, struggling 
on from month to month to maintain 
business existence. It is this marginal 
group, driven to all conceivable devices to 
effect economies, who define a competitive 
base line from which society must protect 
itself. 


The social warrant for the fixture by 
collective regulation of the maximum length 
of a working day lies in the experience 
that individual bargaining is almost cer- 
tain to result in longer hours than regard 
for the welfare of the worker and the 
safety of the community should permit. 
This grows out of the nature of modern 
industry: “With regard to his domestic 
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servants, the capitalist is free to determine 
the amount of toil solely with a view of 
keeping them in the highest possible effi- 
ciency. But the same man investing capital 
in expensive machines, worked by power, 
finds, even when he pays by the piece, a 
positive profit in every additional moment 
that his costly plant is beg employed. 
Competition is always forcing him to cut 
down the cost of production to the lowest 
possible point. Under this pressure other 
considerations disappear in the passion to 
obtain the greatest possible output per 
machine, ”?° 

Even where the nature of the industry 
is such that it is practicable for the em- 
ployer to vary the hours of his several 
work people, or to make, if he likes, a 
bargain with each according to his capac- 
ity, Just as the ordinary capitalist claims 
to be allowed to pay each man according 
to his merit, the tendency of individual 
contracting is the same. “If each workman 
is free to conclude what bargain he chooses 
with regard to his working hours, the em- 
ployer will, it is contended, be able to 
use the desires or exigencies of particular 
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individuals as a means of compelling all 
the others to accept the same longer work- 
ing day.” 

One of the signal achievements of trade 
unionism has been the part it has played 
in bringing about a reduction of the limits 
of the working day. It is possible that 
in certain crafts the reduction has gone 
too far, or at least proceeded too rapidly. 
To a greater extent than is supposed, the 
motive has been a ‘‘make-work”’ policy—in 
turn, a course by no means entitled to 
the sweeping condemnation meted out to 
it by the uninformed—rather than the 
health of the worker or the welfare of 
society. Other forces too have undoubtedly 
played a part; but in the main it holds 
true that the shorter day in industry is 
an achievement of organized labor. 

This has been caused both by direct 
intervention and by indirect influence. Re- 
duction in the normal day has figured, 
with increase in the standard rate, as the 
prime purpose of collective bargaining. 

The combined effectiveness of trade 
unionism, social reform, and labor scarcity 
in bringing about a reduction of working 
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hours in the past generations has never- 
theless left pools of toilers, sometimes in 
particular localities, more often in par- 
ticular occupations, subject to an unde- 
sirably long working day. Such workers 
are likely to be unorganized or but loosely 
organized; they may indeed be unorgan- 
izable. Public sentiment is uninformed or 
sluggish as to their state, and the opposed 
interest strongly intrenched. Under such 
conditions, rather than await the slow and 
uncertain course of corrective growth, Lib- 
eralism urges, if the occasion be sufficient, 
remedial action in the form of legal enact- 
ment fixing maximum working hours. 

The way lies open as to women’s and 
children’s work. Agitation tracing back 
almost to the beginning of American indus- 
trialism has established the doctrines that 
minors are for certain purposes wards of 
the state and that the community suffers 
if the health of any large number of women 
is endangered.» The enactment of re- 
strictive legislation has been definitely 
established as a proper exercise of the 
police power. Most progressive States 
have, accordingly, placed upon their statute 


SOCIAL REFORM 141 


books laws limiting the hours of work for 
women and children. Further effort lies, 
part in the extension of such restriction 
into the remaining jurisdictions, part in 
the raising of the legal standard and in 
the improvement of administrative super- 
vision in the occupied area. 

A very different situation has developed 
with respect to adult male labor. Under 
any circumstances public recognition of the 
necessity of restricting the long working 
day might be expected to appear much 
more slowly and uncertainly in the case of - 
men than in the case of children and 
women. The social injury is less obvi- 
ous, the humanitarian appeal is less intense, 
the possibility of self-correction is more 
plausible. 

Historically this has been the case. In 
England, legal fixture of a maximum work- 
ing day for children preceded by a con- 
siderable interval similar protection for 
women, and the latter, by a long span, 
provision for men. In the United States 
the same sequence as to the actual pro- 
vision for children and women and the 
attempted provision for men, has obtained. 
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This limited advance in the case of men’s 
work might be supposed to represent the 
slower pace with which public opinion 
crystallizes, when traditional impulse and 
emotional sympathy play a smaller part. 

As a matter of fact, however, the lim- 
ited protection now afforded male workers 
against an excessive working day and the 
uncertain prospect as to future progress in 
this direction represent much graver con- 
ditions than normal delay. In addition to 
the ordinary obstacles that retard social 
intervention, resistance has been encoun- 
tered almost to the degree of defeat in 
the form of constitutional restraint and 
judicial opinion. 

The ‘constitutional organization of the 
United States subjects, in practice, any 
enactment as to maximum hours of work 
to test as to conformity with the pro- 
visions of the federal Constitution. By a 
long series of decisions the Supreme Court 
of the United States has held that any 
such enactment, as an exercise of the 
legislative power, is in violation of the 
Fourteenth Amendment. The right of life, 
liberty, and property has been held to: 
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carry with it the general right of the em- 
ployer to make a contract in relation to 
his business. 

Only by the valid exercise of the police 
power can the State invade this area of 
free action. But whether a particular 
restriction is or is not a proper exercise 
of the police power is in the last instance 
a matter of judicial determination, where 
the protection of the federal Constitution 
is sought. The fact of legislative passage 
establishes a presumption in its favor, but 
there must nevertheless be, upon appeal, 
a judicial consideration as to whether 
there are reasonable grounds for believing 
that this is so. 

The circumstances under which the fix- 
ture of maximum working hours for men 
becomes a valid exercise of the police 
power have been established by the Su- 
preme Court in a series of well-known 
decisions.*. In 1898 (Holden v. Hardy, 
169 U. S. 366) a Utah law establishing an 
eight-hour day for workers in underground 
mines was sustained on the ground that 
such employment, when too long pursued, 
was detrimental to the health of the em- 
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ployees.. In 1905 (Lochner v. New York, 
198 U. S. 45) a New York statute fixing 
ten hours as a maximum working day was 
declared unconstitutional on the ground 
that there was no reasonable foundation 
for holding this to be “necessary or appro- 
priate as a health law to safeguard the 
public health or the health of the indi- 
viduals who are following the trade of a 
baker,” and that as “a labor law, pure 
and simple,” it was an illegal interference 
with the right of contract. In 1911 (Balti- 
more and Ohio Railroad Co. v. Interstate 
Commerce Commission, 221 U. S. 612) a 
restriction upon the hours of labor of 
railroad employees was upheld for the 
reason that ““The length of hours of serv- 
ice has direct relation to the efficiency of 
the human agencies upon which protection 
to life and property necessarily depends.” 
In 1917 (Bunting v. Oregon, 243 U. S. 426) 
an Oregon law establishing a ten-hour day 
for mill and factory workers was sustained 
on the narrow grounds that, contrary to 
the contentions of the plaintiff -in error, 
the measure in question was “an hours- 
of-service law” and not “a wage law,” and 
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that, following the judgment of the State 
Legislature and of the State Supreme 
Court, its purpose and result were to 
protect the health of the workers. Finally, 
in 1923 (Adkins v. Children’s Hospital, 261 
U. S. 525) the Supreme Court, in reviewing 
the earlier decisions in which interference 
with freedom of contract had been upheld, 
cited the most vehement expressions in the 
Lochner decision, with the comment: ‘‘Sub- 
sequent cases in this court have been 
distinguished from that decision, but the 
principles therein stated have never been 
disapproved.” 

It thus appears that the way is closed 
for legislative fixture of a maximum work- 
ing day except (a) when the safety of the 
public is clearly involved or (b) when the 
health of the particular working group is 
materially affected. As to the more gen- 
eral condition of a restrictive measure, 
designed in the interest of general social 
reform to correct an excessively long work- 
ing day of a body of workers bogged in a 
morass of competitive inequality, where 
the safety of the public and the health 
of the workers are affected only in the 
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general way in which any area of sub- 
mergence is a social menace, the unequiv- 
ocal tenor of judicial opinion is that such 
restriction is ‘‘an illegal interference with 
the rights of individuals, both employers 
and employees to make contracts regarding 
labor upon such terms as they may think 
best.” The definiteness of this position is 
evidenced by a familiar passage in the 
Lochner case, reaffirmed in a manner of 
dictum, eighteen years later, in the Min- 
imum Wage Case: 


Statutes of the nature of that under review, 
limiting the hours in which grown and intelligent 
men may labor to earn their living, are mere meddle- 
some interferences with the right of the individual, 
and they are not saved from condemnation by the 
claim that they are passed in the exercise of the 
police power and upon the subject of the health of 
the individual whose rights are interfered with, 
unless there be some fair ground, reasonable in and 
of itself, to say that there is material danger to the 
public health or to the health of the ah if 
the hours of labor are not curtailed. 


Economic opinion has been, for a score 
of years, in general agreement that the 
underpayment of particular groups of wage- 
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earners is inevitable under competitive 
industry, and that this carries with it 
grave social injury. Collective action, in 
the form of an effectively organized, intel- 
ligently administered trade-unionism, is able 
to maintain the earnings of most workers 
at and, for periods, much above the level 
of economic sufficiency, should the com- 
petition of employers and the relative 
scarcity of labor fail to accomplish this 
result. 

The inability of trade-unionism to remedy 
the underpayment of specific groups of 
wage-earners results either from the unor- 
ganizability of such groups or from the 
social undervaluations of their industrial 
product.” A body of laborers is unorgan- 
izable when the elements that compose it 
cannot, under existing conditions and for 
any considerable time, be assembled into a 
dirigible force capable of determining or at 
least influencing the conditions of employ- 
ment by the use of collective bargaining 
and its attendant devices. This disability 
may be due to the low mentality or the 
volatile temperament of the laborers, as in 
the case of the longshoremen. It may 
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result from the continuing influx of immi- 
grant labor, as in the case of “extra gangs” 
of railroad track laborers. It may be in 
consequence of the “assisted” quality of 
the industry itself, as in the case of less 
skilled needle trades. In each such in- 
stance the wage contract becomes the 
result of individual bargaining wherein 
weak and detached labor units are pitted 
against relatively strong and solidified em- 
ployers. Nominally contracting under free 
competition, the one party enters the 
contest insuperably handicapped, so that 
only by industrial accident—a local or 
temporary scarcity of workmen, an abrupt 
increase in employment. demand—will the 
rate of wages actually paid correspond to 
a normal distributive share. There is no 
assignable lower limit to the level of wages 
under such conditions other than the des- 
peration of half-starved bodies. 

It does not follow that a class of work- 
men now unorganizable are bound to remain 
so. Indeed, quite apart from influences 
from without, one of the most notable 
results of that form of intervention here 
discussed has been to energize masses of 
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sodden, passive workers into consciously 
self-helping groups. It is nevertheless true, 
however, that there exist great bodies of 
toilers who, at the particular time and 
place, are incapable of being organized for 
collective bargaining. 

It is possible, moreover, even when a 
particular group of laborers are so well 
organized as to meet their employers upon 
a fair competitive level and thus prevent 
excessive profits, that the rate of wages 
which collective bargaining is able to secure 
for any considerable time is less than the 
amount sufficient to maintain a wholesome 
existence. This is because the valuation 
placed by society upon the marginal unit 
of product is less than enough to permit 
the payment of a sufficient wage after the 
deduction of the prevailing rate of indus- 
trial profits. Under such conditions of 
relatively excessive production, any attempt 
on the part of the particular workmen 
affected to raise their wages to the level 
of necessary income is attended with almost 
insuperable difficulty. 

_ There is no social justification for under- 
paying industries. The workers in such a 
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trade are part-supported either by their 
families, and so indirectly by the better- 
paying industries, or by society as.a whole 
in the form of community charges entailed 
by the physical and moral deterioration of 
the underpaid. These industries are prop- 
erly described as parasitic. They afford a 
limited class of consumers an unfair ad- 
vantage over the general community with 
attendant misery and wretchedness to the 
wage-earners involved. It is as econom- 
ically unsound for a body of toilers to be 
exploited in behalf of a group of consumers 
as in the interest of a monopoly-intrenched 
employer. 

In both circumstances—that is, where 
collective bargaining cannot be _ utilized 
and where social revaluation of the par- 
ticular product is needed—a sufficient wage 
can best be assured the laborer by state 
intervention providing for the ascertainment 
and fixture of minimum wage conditions. © 

The use of a minimum wage to prevent 
the social injury growing out of insufficient 
wage payment began to be urged with 
increasing confidence by social reformers 
something more than a decade ago. In 
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Australia, New Zealand, and Great Britain 
practical test was made of the device with 
encouraging result. In the United States 
the earliest act (Massachusetts) became 
operative on July 1, 1913, and the first 
actual determination of a wage rate 
(Oregon) took effect in November, 1913. 
Between 1913 and 1919 fourteen additional 
States adopted the system in one form or 
another. All of these measures referred 
only to the minimum wages for women 
and children.** 

In 1914 the constitutionality of the 
Oregon statute was upheld by the Supreme 
Court of the State, and in 1917 this position 
was sustained by the Supreme Court of 
the United States, by an equally divided 
court, Mr. Justice Brandeis, who had 
originally appeared as attorney for the 
law, not voting. With judicial determina- 
tion, renewed interest in such legislation 
appeared. A considerable body of expe- 
rience had accumulated, defects in legisla- 
tion had been repaired, and administrative 
methods improved. The way seemed thus 
clear for the resumption of the spreading 
movement in favor of minimum legislation, 
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which the uncertainty as to legal status 
had checked. 

This prospect was completely blotted out 
in 1923 by the decision of the Supreme 
Court, after a tortuous course of appeal 
and reargument, that the Act of Congress 
of September 19, 1918, providing for the 
fixing of minimum wages for women and 
children in the District of Columbia was 
unconstitutional. The severity of the de- 
cision not only swept away every vestige 
of the structure that a decade of effort 
had built, but sowed the plowed-up ground 
with salt. 

The invalidity of the act as an attempted 
exercise of the police power beyond proper 
limits and therefore an invasion of the 
guaranty of liberty under the Fifth and 
Fourteenth Amendments rested, the court 
held, upon grounds of progressively widen- 
ing range. 

The presumably secure theory that the 
difference between the sexes may justify 
a different rule respecting hours of labor 
in the case of women than in the case 
of men was questioned, to the point of 
virtual denial: “In view of the great, not, 
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to say revolutionary, changes which have 
taken place since that utterance (1908), in 
the contractual, political, and civil status 
of women, culminating in the Nineteenth 
Amendment, it is not unreasonable to say 
that these differences [‘the ancient inequal- 
ities of the sexes, otherwise than political’ 
have now come almost, if not quite, to the 
vanishing point. . . . we cannot accept 
the doctrine that women of mature age, 
sin juris, require or may be subjected to 
restrictions upon their liberty of contract, 
which could not lawfully be imposed in 
the case of men under similar circum- 
stances.” 

A basic difference both as to essence and 
as to adjudication, the opinion continued, 
exists between a statute fixing minimum 
hours of work and a statute fixing min- 
imum wages. Fixture of hours of labor 
in respect of those occupations where work 
of long-continued duration is detrimental to 
health is a valid exercise of police power. 
But “this court has been careful in every 
case where the question has been raised, 
to place its decision upon this limited 
authority of the Legislature to regulate 
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hours of labor, and to disclaim any pur- 
pose to uphold the legislation as fixing 
wages, thus recognizing an essential differ- 
ence between the two. It seems plain that 
these decisions afford no real support for 
any form of law establishing minimum 
wages.” As to essence, “a statute requir- 
ing an employer to pay in money, to pay 
at prescribed and regular intervals, to pay 
the value of the services rendered, even to 
pay with fair relation to the extent of 
the benefit obtained from the service, 
would be understandable. But a statute 
which prescribes payment without re- 
gard to any of these things, and solely 
with relation to circumstances apart from 
the contract of employment, the business 
affected by it, and the work done under 
it, is so clearly the product of a naked, 
arbitrary exercise of power, that it cannot 
be allowed to stand under the Constitu- 
tion of the United States... .” . 
Finally, the court rejected the view that 
“legislation of the kind now under review 
is required in the interest of social justice, 
for whose ends of freedom of contract may 
lawfully be subjected to restraint.” The 
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line beyond which the power of inter- 
ference with the individual freedom of 
action contemplated by the Constitution 
may not be pressed is neither definite nor 
unalterable, but may be made to move, 
within limits not well defined, with chang- 
ing needs and circumstances. But never- 
theless there are limits to the power and 
“the act in question passes the limit im- 
posed by the Constitution.” The conclud- 
ing sentence of the opinion is the expression 
of this general faith: “To sustain the 
individual freedom of action contemplated 
by the Constitution is not to strike down 
the common good, but to exalt it; for 
surely the good of society as a whole can- 
not be better served than by the pres- 
ervation of society against arbitrary 
restraint of the liberties of its constituent 
members.” 


Following English experience, public 
sentiment in the United States as to the 
desirability of a minimum-age requirement 
for working children did not crystallize 
into legislative restriction until the indus- 
trial employment of young children was 
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well under way and the evil effects had 
become evident. In 1848 Pennsylvania 
forbade the employment in textile estab- 
lishments of children under twelve—raised 
in the following year to thirteen. In 1851 
New Jersey established a ten-year limit, 
in 1853 Rhode Island a twelve-year limit, 
and in 1856 Connecticut a ten-year limit. 
“In none of these States was any proof 
of age required, and enforcement was 
everywhere very lax.” The first attempt 
at administrative enforcement was made by 
Massachusetts in 1867, as part of a ten- 
year limit. . 

In the next generation the movement 
spread. Organized labor pressed for legal 
prohibition of child labor, and reform 
bodies lent their efforts to the same end. 
In 1904 the National Child Labor Com- 
mittee was formed “to act as a clearing 
house for information on child labor, to 
investigate conditions, to educate public 
opinion, and to promote legislation.” 

The result has been a large body of 
restrictive legislation. ‘“AIl States now 
forbid the employment of children in one 
or more kinds of work until they have 
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passed a fixed age limit. The fourteen- 
year minimum age limit was by 1920 
established for general factory work in all 
except five States.’ 

The widest diversities, however, exist as 
to legislative restriction and administrative 
enforcement. Age limits, enumerated occu- 
pations, legal exemptions, prohibited employ- 
ments, physical examination, educational 
requirements, supervision, and enforcement 
—run the full gamut from gross inadequacy 
to high efficiency. As might be inferred, 
in certain areas where the need is greatest. 
the provision is smallest. Such gaps are 
not only hurtful in themselves, but are 
threatening in their reaction upon the 
restrictions in force in competitive juris- 
dictions. 

To repair glaring omissions and to secure 
uniformity in restriction and enforcement 
a movement for federal legislation was 
initiated. In 1916 the first Federal Child 
Labor Act was passed by Congress, relying 
upon the power of the federal government 
to regulate interstate commerce. It pro- 
hibited the shipment in interstate and 
foreign commerce of commodities produced 
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in mines or quarries in which children 
under sixteen years of age were employed, 
or in mills, canneries, workshops, fac- 
tories, or manufacturing establishments in 
which children under fourteen years of 
age were employed, or in which children 
between fourteen and sixteen worked more 
than eight hours in any calendar year, or 
more than six days in any week, or between 
the hours of 7 Pp. M. and 6 A. M. 

After being in effect nine months this 
act was declared unconstitutional by the 
Supreme Court on the grounds that “It 
not only transcends the authority del- 
egated to Congress over commerce but 
also exerts a power as to a purely local 
matter to which the federal authority does 
not extend.” 

Two and a half years later the same 
end was sought by Congress in the passage 
of the Child Labor Tax Act in exercise 
of the federal taxing power. A _ ten-per- 
cent tax was therein imposed upon the 
profits of all mines, quarries, or manu- 
facturing éstablishments which employed 
children in violation of the standards 
established under the preceding act. In 


SOCIAL REFORM 159 


1922 (May 15), after three years of opera- 
tion, this second act was likewise declared 
unconstitutional by the Supreme Court, on 
the ground that “the so-called tax is a 
penalty to coerce people of a State to act 
as Congress wishes them to act in respect 
of a matter completely the business of 
the State government under the federal 
Constitution.” 

It was now clear that no federal restric- 
tion upon child labor was possible under 
the existing constitutional powers, as judi- 
cially construed. The advocates of national 
regulation thereupon directed their efforts 
to constitutional amendment. 

In April-June, 1924, Congress by the 
required two-thirds majority adopted the 
proposed Twentieth Amendment for the 
regulation of child labor. It provided that 
Congress should have power “to limit, 
regulate, and prohibit the labor of persons 
under eighteen years of age,” and that 
the power of the several States was unim- 
paired by such provision, except that the 
operation of State laws should be sus- 
pended to the extent necessary to give 
effect to legislation enacted by Congress. 
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The ratification of the Twentieth Amend- 
ment by the requisite thirty-six States was 
confidently expected, even by its oppo- 
nents. This prospect was soon clouded. 
Before the end of 1924 the proposed Amend- 
ment had been considered by four State 
legislatures—Arkansas, Georgia, Louisiana, 
and North Carolina—of which the first 
ratified and the other three failed to 
ratify. 

The determining event, as the issue 
proposed, was the overwhelming rejection 
of the proposal by the people of Massa- 
chusetts in a popular referendum prior to 
legislative consideration. With this crush- 
ing defeat in what had been regarded as 
preeminently the house of its friends, 
opposition gained strength and momentum. 
At this time of writing (May 15, 1925) 
the Amendment has failed of ratification 
in thirty additional States, making in all 
thirty-four out of forty-eight,” and its 
defeat, temporary or final, has been accom- 
plished. 

Of the causes of failure—or of success, 
according to viewpoint—so much has been 
said and written and with such heat, that 
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a period, ‘of cooling must elapse before 
objective estimate is possible. It is cer- 
tain that the main issue was clouded by 
collateral matter of such variety and in- 
tensity as to divest the outcome of sig- 
nificance as a final verdict. Despite the 
extravagances of controversy, the real 
question left in doubt is less the wisdom 
or error of effective child-labor regulation 
than the proper agency for the exercise of 
such regulation. 

Liberalism is concerned with the -out- 
come rather than with the instrumentality. 
If the early sequel be the enactment of 
legislation by the few remaining States 
where no protection is now afforded, the 
amendment of existing laws in States 
where inadequate standards and notorious 
loopholes now obtain, and the correction 
of lax enforcement in States where ade- 
quate legislation is inoperative, Liberalism 
will be content. Failing this, the endeavor 
for federal regulation is certain to be 
renewed with the added momentum of 
past experience and temporary traversal. 


To the three projects of social reform 
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thus briefly reviewed—prohibition of an 
excessively long working day for men, 
legal fixture of a minimum wage for women, 
and federal regulation of the working age 
for children—it may be said with approx- 
imate exactness that, both as to occasion 
and device, Liberalism gives outright sup- 
port and Conservatism emphatic opposi- 
tion. Here, again, the alignment is not 
precise. There are doubtless Liberals whose 
intensity of conviction as to ‘States’ rights” 
induces approval of the nonratification of 
the Twentieth Amendment, just as there 
are Conservatives whose belief that ‘‘the 
long working day” is an abomination 
carries with it dissatisfaction with the 
recrudescence of the Lochner Case. But 
in the main it holds true that, in each 
of the three matters, Liberalism regards 
the occasion as provocative, validates the 
analysis which inspires the particular reme- 
dial device, dissents from the reasoning 
which has prevailed in opposition, and 
girds up its loins for further struggle, 
whereas Conservatism minimizes the occa- 
sion, disputes the reasoning, approves the 
verdict, and counsels quiescence. 
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Certainly, for the time at least, victory 
has perched on the banner of Conserva- 
tism. But to Liberalism rebuff is an old, 
old story. For it can only be rebuff. 
To the Liberal, in social reform, there can 
be no such thing as defeat. 


VI 


ECONOMIC LIBERALISM AND THE 
AMERICAN SPIRIT 


Economic LIBERALISM has thus far been 
presented as a definite alignment, induced 
by an inveterate state of mind, as to 
characteristic developments of modern 
industrialism. The exhibits have dealt 
with present American experience, but the 
reactions have been in the main those of 
Liberalism in all lands. 

It remains to inquire in how far special 
marks distinguish the course, present and 
prospective, of Economic Liberalism in 
the United States. Upon the answer de- 
pends any estimate of the real importance 
of what is now transpiring and any opinion 
as to what may be expected to happen. 

It is not easy to interpret a nation’s 
temper. We have to do, in the first place, 
with the elements of race and tradition 
that determine the mental habits of a 
people. Overlaying this, fashioning at 
every point, are economic setting and social 
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experience. Finally, the popular reaction 
to the particular proposal must be ap- 
praised. The problem we thus face is the 
probable response of a native psychology, 
modified by economic surrounding, to cer- 
tain industrial tendencies. 


The spirit of the American people as to 
economic and social policies has been de- 
termined by two factors—the tradition of 
individualism and the practicability of en- 
richment. 

Historically, the American mind has been 
described as “sternly, almost savagely, 
individualistic.”** Religious, economic and 
political factors have contributed to pro- 
duce this result. As to the first, the early 
settlers on American soil were in the main 
Protestants, “inheritors of the deep-seated 
individualism of the Protestant Reforma- 
tion.’’? Dissent, in its various forms, 
became the prevailing religious faith, and 
religious tolerance and the separation of 
church and state entered the woof and 
warp of the new nation. Politically, the 
first settlers brought with them from the 
Old World “‘only the slightest traces of the 
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feudal system,” while, on the other hand, 
“the Stuart monarchy, the Tory doctrine 
of government, and the activities of George 
III and Lord North,’ left the colonists 
resentful of political and economic abso- 
lutism. So too, the influential thought and 
the political institutions of the eighteenth 
century favored the development of indi- 
vidualistic theory and practice. The doc- 
trines of Franklin, Jefferson, and Paine ex- 
alted personal liberty; and “‘the town meet- 
ing, manhood suffrage, and representative 
government all emphasized the potency of 
the individual and the sanctity of his rights.” 
These elements figured formatively in 
the rise of nationalism. “So strong was 
this individualistic feeling, so powerful the 
conviction that local self government was 
of first importance, so atomic was the 
constitution of the American colonies them- 
selves, that it was only with the greatest 
difficulty that they were brought to take 
any common action, and only by a stroke 
of genius, which none but the greatest 
political minds could have made, that 
they were finally welded into a nation.” 
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The economic counterpart of religious 
freedom and political independence has 
its origin in the self-sufficing economy of 
domestic industry. This was the charac- 
teristic feature of American colonial life. 
“The early settlers were individualistic in 
their make-up and temperament, as all 
pioneers are apt to be, and their occupa- 
tions were of the independent individual- 
istic sort....The population was sparse, 
and there were no large towns and 
cities....They were farmers, fishermen, 
tradespeople, and mechanics; and these 
are occupations which lend themselves to 
independence of character and to the acqui- 
sition of private property.’ 

From this beginning grew the distinctive 
quality of American economic life—the 
practicability of enrichment. Racially the 
people of the United States are a com- 
posite of Old World stocks drawn to a 
new continent by the lure of economic 
improvement. Adventure, political tension, 
religious pressure have from time to time 
sent us thin, trickling rivulets, but the 
main stream has been steadily fed by 
economic ambition. For a century and a 
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half America has been clearly visualized 
the world over, as “the land of oppor- 
tunity”? in a more literal sense than that 
with which a genial idealism has tinted 
the phrase. Bluntly, our nation has grown 
from a line of straggling seaboard settle- 
ments to an imperial state by native 
increment, swollen by an influx of immi- 
gration inspired by the confident hope of 
economic betterment. 

This dream of personal enrichment has 
been realized in the United States to an 
extent unparalleled in history. Through 
the whole hundred and fifty years of | 
national existence runs the same amazing 
story of property acquisition by the un- 
propertied. Pioneer and immigrant, native 
and newcomer, have risen in the economic 
scale with a velocity far beyond the 
ordinary course of social progress. There 
have been the usual individual defaults 
assignable to defects of character, to per- 
sonal misfortune, or to industrial wastage. 
Here and there groups have lodged in 
still back-waters while the main current 
has swept on. There have been periodic 
troughs in the business cycle that have 
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for the time halted or reversed the trend. 
The advance has never been uniform, 
individuals forging far ahead of the main 
line. But withal the keynote of American 
economic history has been the enrichment 
of the average man. 

The availability of free land has been 
the prime factor accountable for this ad- 
vance. It has been estimated that the 
public domain acquired up to the year 1880 
was some eighteen hundred million acres, 
of which more than one third had at that 
time been disposed of in various ways, at 
an average price of about thirty-six cents 
an acre. A generation later the govern- 
ment had alienated by sale and gift a 
total of nearly one thousand million acres. 
Not all of this accrued to the benefit of 
those for whom it was really designed. 
“But at all events throughout the nine- 
teenth century, especially after about 1820 
and until about 1890, it was always possi- 
ble for any man, however poor, to enter 
the class of landed proprietors.’ 

Abundance of free land made possible 
rapid increase in population, westward ex- 
pansion and an advancing frontier, with 
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its recurring economic opportunities. The 
pioneer could dispose advantageously of | 
his “cabin and cornfield” to an incoming 
wave of less adventurous emigrant settlers, 
who after a period, were ready to take 
advantage of the further rise in land value 
and push farther into the interior, there 
to repeat the process. 

The policy of land alienation was suc- 
ceeded by the practice of tolerating private 
appropriation and exploitation of public 
resources. Rights of way and easements, 
forests and grazing privileges, coal and 
mineral lands, oil and natural-gas deposits 
were to be had, if not for the asking, at 
least by the plain run of men through the 
exercise of foresight, intelligence, and 
shrewdness. 

The influence of free land upon indus- 
trial remuneration was quite as notable. 
Ready access to fertile soil defined the 
minimum living standard of the wage- 
earner. ‘‘No industrial laborer was likely 
to work for starvation wages so long as 
he could go West and become the owner of 
one hundred and sixty acres of land for 
the trouble of improving it.’”4! 
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In much the same way the early dem- 
ocratization of professional education and 
vocational training threw open to the plain 
people the doors to law, medicine, politics, 
and engineering with the possibilities of 
economic improvement and social recog- 
nition peculiar to a rapidly expanding 
country. “Any individual could consent 
with some cheerfulness to be poor to-day, 
since there was always an even chance 
that to-morrow he would be ‘well fixed.’ 
The son of a laborer could without undue 
optimism look forward to becoming an 
employer; the son of a farmer was never 
destined to follow the plow, but might 
reasonably aspire to the high dignity of 
a college professor.’ 


Interpreting the American spirit in rela- 
tion to economic affairs as an habitual 
belief in the practicability of personal 
enrichment, fortified by a traditional indi- 
vidualism, we may now inquire in how far 
this state of mind is favorable to the 
acceptance and spread of Economic Lib- 
eralism. 

Liberalism as a political movement, and 
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preeminently Economic Liberalism, is the 
resultant of one or the other of two forces, 
or, more effectively, of the two combined 
—Economic Distress and Social Con- 
sciousness. 

As long as well-being prevails in an 
industrial state, there is little likelihood 
of political realignment. It -is true that 
welfare is relative to a prevailing standard 
of life, and social restlessness—as “‘a grow- 
ing pain of progress’—is likely to be 
chronic in an improving society. So too 
even widely diffused well-being will be 
marred by local or transient blotches of 
distress assignable not alone to personal 
defect, to business depression or to indus- 
trial wastage, but to more general. causes 
—price revolution, fiscal injustice, wage 
exploitation, and oppressive working con- 
ditions. 

But these manifestations of a defective 
public economy, disturbing as they may. 
be, are very different from the extensive 
continuing want, involving present insuf- 
ficiency and threatening future submer- 
gence, due to excessive population, mass 
unemployment, vicious land tenure and 
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a crushing burden of ill-distributed taxa- 
tion. 

The American people have up to this 
time known no such condition. There 
have been “good times” and “bad times” 
—years of plenty and years of famine. 
Crises, financial and economic, have brought 
disaster to industry and trade. Wars have 
taken toll of life and treasure. Partial 
overproduction has involved ruinous losses 
and protracted unemployment. Agriculture 
has had the inevitable ups and downs of 
extensive one crop cultivation. But all 
in all, our economic life has been in the 
terms of the older economists, neither 
retrograding, nor stationary, but improv- 
ing. 

Opinion differs as to whether this gen- 
eral condition will continue. One group 
of economists believe that the turn of the 
tide is at hand, if, indeed, it has not al- 
ready come; that with the exhaustion of 
free land, the increase of population, the 
opening up of virgin areas in other parts 
of the world, we have reached the end of 
one stage in our national life, and that 
there stretches ahead a long vista of 
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effort and strain not dissimilar from the 
experience of other societies. 

Opposed, is an equally competent group 
who insist that the present chapter in our 
economic history is far from finished; that, 
at worst, we are pausing upon a plateau, 
preliminary to further ascent; that re- 
stricted immigration and a declining birth- 
rate remove all fear of overpopulation; 
that progressive invention and discovery, 
fuller utilization of natural resources and 
more intimate means of communication, 
will do for coming generations what free 
land and exploitation opportunities have 
done for this. 

No determination of this grave issue is 
necessary for our purpose. Whether the 
economic state of the ordinary citizen will, 
as a matter of fact, be better or worse 
in the next generation than in this may be 
in doubt. What is, however, clear beyond 
any question, is that the ordinary citizen 
believes that it will be better, or, cer- 
tainly, that it is not estopped from being 
better, at least as far as he and his chil- 
dren are concerned. 

Herein lies the simple explanation of 
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that striking phenomenon of American 
society—the essential conservatism of pop- 
ular economic thought—which has caused 
so much amazement in the minds of those 
more competent foreigners who have “‘ob- 
served” us and induced no small perplexity 
in the thought of our own publicists. The 
recurring failure of attempted political 
realignment, the brief hour of party insur- 
gencies, the languid interest of wage-earners 
in a formal labor “movement’’—all have 
their explanation in the widespread, deep- 
rooted even though inarticulate conviction 
of the plain American that whatever be 
his station, if things go on as they have, 
with perhaps a reasonably to be expected 
escape in the future from the chance hard 
luck of his own recent lot or from the 
wider-spreading cloud of “a spell of bad 
times,” he can in the coming years improve 
his standard of life, accumulate some prop- 
erty, and give his children at least a start 
on an economic and social plane higher 
than that on which he stands. 


Were this the only element in the 
situation, there would be small prospect 
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for the future of Economic Liberalism in 
the United States. But another factor is 
to be reckoned with. This is the appear- 
ance and growth of Social Consciousness. 

Hackneyed and cheapened as the phrase 
has become, it describes a very real 
development in the economic thought of 
important sections of the American people. 
This has taken the form of (1) a broader 
outlook by. organized wage-earners, (b) a 
greater concern by religious groups, and 
(3) a more positive advocacy by economic 
thinkers, as to social problems in the 
United States and their solution. 


In 1920 one fifth of the wage-earners 
of the country were members of labor 
organizations. Trade-union strength as 
measured by membership was twice as 
great in 1920 as in 1910, whether ex- 
pressed in absolute numbers or in pro- 
portion to the wage-earning population, 
and whether compared with the number 
of industrial wage-earners or with the 
combined number of industrial and agri- 
cultural wage-earners. Among the im- 
portant manual-labor groups—those who 
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work in factories and mines, and on rail- 
roads and buildings, as against the so- 
called “white-collar” workers, those engaged 
in trade, professional and clerical occupa- 
tions—trade-union strength was not only 
much greater, proportionately, than in the 
total body of workers, but the growth had 
been more rapid. In the manual-workers 
group trade-union membership in 1920 was 
28 per cent of all the wage-earners in the 
group, and had increased from 15 per cent 
in 1910. Certain employments had been 
almost revolutionized in this particular. 
In the clothing industry, one of the weakly 
organized industries in 1910, 57 per cent, 
and in the whole mining group 41 per 
cent, of the workers were organized.” 
Since 1920 there has been an important 
drop from this high point. In the light 
of past experience, it is in all probability 
a rebound rather than a reversal.“ Taking 
into account the ramifications of trade- 
union influence among unorganized work- 
ers, it seems reasonable to say that whereas 
in 1910 the total number of wage-earners 
in the United States, organized to some 
extent for purposes of collective bargain- 
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ing,. or affected in some degree by the 
spirit of unionism, was less than 3,500,000, 
at the present time probably no less than 
6,000,000 workers are so affected. 

Moreover, the quality of trade-union 
influence has undergone change. Trade- 
unionism in the United States has grown 
in avowed purpose and in functional activ- 
ity no less than in numerical strength. 
In this it has followed, although by a 
considerable interval, the development of 
organized labor in other countries, notably 
in Great Britain. 

Starting as associations of fellow crafts- 
men, for fraternal or beneficial purposes, 
such workingmen’s societies soon developed, 
first, defensive and later aggressive policies 
for the increase of wages, the shortening 
of hours and the improvement of working 
conditions. In this stage there was long 
sojourn. Certainly it was not an era of 
quiescence. Membership was enlarged, the 
traditional resistance of law and opinion 
was overcome, structural efficiency was 
developed, the machinery of collective bar- 
gaining was perfected, methods of enforce- 
ment were legitimatized. Local unions 
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were consolidated and extended into na- 
tional and international associations, and 
alliances and federations were effected. 
But in all of this there was little functional 
change. The trade-unionism of 1900, like 
the trade-unionism of 1840, conceived its 
purpose to be the improvement of the 
working conditions of the particular craft 
subject to its jurisdiction. 

Since 1900, and more notably since 1910, 
a new type of trade-unionism has devel- 
oped in the United States, different in 
philosophy, structure, and strategy from 
the older craft-unionism. Thus far this 
“new unionism” has established itself only 
in limited industrial areas—the needle 
trades and in railway transportation— 
but some measure of its influence has 
permeated the whole wage-earning class, 
and further penetration may be anticipated. 

A distinctive feature of the “new union- 
ism” is its interest and part in social 
reform. As against the narrow concern 
with the betterment of the terms of em- 
ployment of its own particular group and 
an exclusive reliance upon collective bar- 
gaining with its accompanying modes of 
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enforcement—the distinguishing marks of 
the older craft-unionisn—the new unionism 
asserts the economic solidarity of the indus- 
try, instead of the craft, strives for the 
improvement of the worker’s status by 
bettering his environment and developing 
his fitness and undertakes to accomplish 
this by popular education, social pressure, 
and political intervention.” 

With a broader structural base, a pro- 
founder philosophy, and a bolder strategy, 
trade-unionism is likely to play a larger 
role in the liberalization of American eco- 
nomic thought. In England a _ similar 
development has resulted in the dispos- 
session of the formal party of Liberalism 
by a swift-growing Labor Party. Whether 
the replacement be permanent or merely 
the preliminary to a reconstituted Liberal- 
ism the result will. have been accomplished. 

So too in the United States trade- 
unionism will more and more enlighten the 
wage-earners by deliberate education and 
enlarged functional activities as to the 
inevitable reaction upon his own well-being 
of economic practices that he has hitherto 
regarded with languid interest or outright 
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indifference as beyond the range of his 
concern. It will instruct him that an 
efficient craft-unionism may save at the 
faucet while economic reaction is wasting 
his welfare at the intake. With this will 
develop a sustained political allegiance, in 
lieu of an opportunist support of the 
highest party bidder. 


From another and very different quarter 
comes the promise of further liberalizing 
influence. Historically, the relation of the 
churches to social reform has been a 
periodic cycle of inertia, awakened interest, 
active crusade, lapsing again into inertia. 
Some part of this recurring insensitiveness 
is traceable to the cramping effect of 
theological formule. Of these, the exploi- 
tation of biblical texts, ““The poor shall 
never cease out of the land,” and “Ye have 
the poor always with you,” is the most 
familiar and the least creditable. His- 
torically, this argument is to be associated 
with the early phase of emotional faith and 
material relief in which almsgiving, having 
detached itself from philanthropy on 
the one side and from social good on the 
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other, degenerated into a mode of expiatory 
penance. Mr. Lecky reminds us how this 
form of “selfish charity,’ wherein “men 
gave money to the poor simply and exclu- 
sively for their own spiritual benefit, and 
the welfare of the sufferer was altogether 
foreign to their thoughts,” acquired at last 
gigantic proportions and exercised a most 
pernicious influence upon Christianity. If 
“alms are paid to the credit of the giver, 
and are realized as such by him in the 
after-world,” the persistence of poverty 
serves some end. Want is at least not 
purposeless if salvation may be acquired ~ 
in relieving it. 

In our own day an appeal to biblical 
authority as warrant for the continued 
existence of economic want represents, as 
I have elsewhere suggested, a vicious 
exegesis whereby humanitarian appeal is 
perverted into quietest assent. That the 
interval between wealth and want is great, 
that standards of existence are progressive, 
that material well-being is social justice— 
this is the real meaning of the message. 
Any other interpretation implies a theology 
which would predestine masses of men to 
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physical suffering and mental degradation 
in order that the well-endowed may attain 
mental calm and spiritual grace. 

The structural organization of religious 
bodies also has delayed church leadership 
in social reform. It has never been easy 
for the pulpit to give over moral homilies 
and doctrinal commentation to preach eco- 
nomic justice. Traditional avoidance warns 
off, and the shadow of vested interests 
discourages. The finer spirits have thrown 
off such restraints and assumed spiritual 
leadership in social issues. On occasions 
too, when the nation has stood: hesitant, 
the organized churches of the land have 
swung full-line to the side of civic mor- 
tality and social well-being. But sporadic 
militancy and intermittent crusade cannot 
take the place of sustained advocacy in 
advancing the cause of Liberalism. 

Here, again, a new condition has 
developed. Within the past decade the 
most important religious groups have 
avowed their responsibility in promoting 
social justice, by pronouncements that in 
content and spirit might serve as veritable 
charters of Economic Liberalism, Instead 
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of the time-honored platitudes of pulpit 


altruism there are specific declarations and ~ 


definite allegiances. 

The Federal Council of the Churches of 
Christ in America, through its Department 
of Research and Education; the Catholic 
Church, the Society of Friends, and the 
Central Conference of American Rabbis 
figure conspicuously in this movement. 
How far it has progressed in informed 
definiteness and in spiritual courage is 
suggested by the text of the Declarations 
on Social Justice, proposed by the Central 
Conference of American Rabbis and ap- 
proved without a dissenting vote, in the 
past week, by the Union of American 
Hebrew Congregations: 


DECLARATIONS ON SoctaL JUSTICE 
BY THE 
CENTRAL CONFERENCE OF AMERICAN RABBIS 


Teachers and sages in Jewish ranks have stressed 
in every age the need of applying the religious prin- 
ciples of Judaism to the problems of life. Therefore 
a statement of the Central Conference of American 
Rabbis setting forth its views on the perplexing social 
problems of our times is in complete accord with 
historic tradition, for, long ago, the great prophets 
of Israel gave voice to those ideals of Social. Right~ 


ee 
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eousness which to-day are recognized as the goal 
toward which humanity should strive. 

The Central Conference of American Rabbis sub- 
mits the following declaration of principles as a 
program for the attainment of which the followers 
of our faith should strive: 

1. A more equitable distribution of the profits of 
industry. 

2. A minimum wage which will insure for all 
workers a fair standard of living. 

3. The legal enactment of an eight-hour day as a 
maximum for all industrial workers. 

4. A compulsory one-day-of-rest-in-seven for all 
workers. 

5. Regulation of industrial conditions to give all 
workers a safe and sanitary working environment, 
with particular reference to the special needs of 


women. 
6. Abolition of child labor and raising the stand- 


ard of age wherever the legal age limit is lower than 
is consistent with moral and physical health. 

7. Adequate workmen’s compensation for indus- 
trial accidents and occupational diseases. 

8. Legislative provision for universal workmen’s 
health insurance and careful study of social insurance 
methods for meeting the contingencies of unemploy- 


ment and old age. 
9. An adequate, permanent national system of 


public employment bureaus to make possible the 
proper distribution of the labor forces of America. 

10. Recognition of the right of labor to organize 
and to bargain collectively. 
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11. The application of the principles of mediation, 
conciliation and arbitration to industrial disputes. 

12. Proper housing for working people, secured 
through government regulation when necessary. 

13. The preservation and integrity of the home 
by the system of mothers’ pensions. 

14. Constructive care of dependents, defectives 
and criminals, with the aim of restoring them to 
normal life wherever possible. 

15. Freedom of speech. 

16. Federal legislation against lynching. 

17. Liberal immigration laws and Americaniza- 
tion provision. 

The Central Conference of American Rabbis sol- 
emnly calls upon the Jewish citizens of the Republic, 
and especially upon the Jewish leaders of industry, 
to take the initiative in the creation and promotion 
of a spirit of fellowship and justice in the industrial 
relations of our country and thus give practical 
effect in these critical times to the teachings of our 
religion. 


The largest result of collective church 
action has been the heartening of the 
individual teacher. It is the habit of 
our day to speak lightly of the influence 
of the church upon business conduct and 
social policy. This has surely -been in 
direct relation to the remote and tenuous 
quality of the message. Let the church 
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speak upon social problems with the same 
clearness and courage that it uses as to 
right living and religious faith, and there 
will be a different story to tell. 


The efforts of trade unionism and the 
advocacies of church assemblies in the 
direction of Economic Liberalism must in 
the last analysis rest upon the results of 
economic inquiry. Only as investigation and 
analysis set forth the unsocial incidents of 
modern industrialism and make clear the 
efficacy of the remedies proposed, has 
Liberalism a program or a policy. It 
might almost be ventured that periods of 
economic reaction have been those in 
which economic inquiry was stagnant. 

The prime interest and activity of Amer- 
ican economists of the last generation was 
economic speculation.“ Positive inquiry 
was by no means absent. Governmental 
problems—national, State, and local—were 
taking on an increasing economic com- 
plexion with direct reflex upon student 
interest. Historical, institutional, and local 
investigation were carried on in graduate 
schools with energy. Doctoral disserta- 
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tions extended over a widening range. 
Channels of publication multiplied and 
scientific assemblies became regular. Con- 
troversial theorizing was nevertheless the 
dominant note. 

The familiar symptoms of scientific arrest 
had begun to show themselves in the 
first year of the century: the encourage- 
ment of hypercriticism, the vogue of text- 
book writing, and the tolerance of meta- 
physical controversy as to final terms and 
ultimate concepts. Economic speculation, 
pursuing a dominantly deductive method, 
had come to be marred by the omission of 
verification, and more and more had par- 
taken of the character of economic theoriz- 
ing. Depression as to the state and 
tendency of the science was succeeded 
by conviction that political economy as 
pursued in the United States had been 
infected by unsound method, that the 
productivity of scientific labor had been 
thereby impaired, and that a further diver- 
sion of energy into barren areas was 
threatened. 

This consciousness found expression in a 
greater application to positive inquiry at 
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the expense of speculative theorizing. At 
Johns Hopkins and elsewhere economic 
investigation deliberately took the form of 
the collection and analysis of actual eco- 
nomic data instead of the formulation of 
an abstract philosophy. Influenced by the 
methods of Booth, Webb, and Rown- 
tree, came practical recognition—at first 
slight but rapidly increasing—that ‘“‘re- 
search funds” are as essential to scientific 
activity in political economy as laboratory 
apparatus is to chemistry and clinical pro- 
vision to medicine. 
As a generation before, startling changes 
in the nation’s economic life took on 
compelling interest. With the greater spe- 
cialization of social effort, nation, State, 
and city began to utilize the economist’s 
counsel and to enlist his personnel to 
a new extent. This increasing requisi- 
tion by public service, accompanied by 
sensational bidding up by private enter- 
prise, had by 1914 so far dissipated the 
old seclusion that prospective scientific 
impoverishment rather than present public 
neglect constituted the economist’s concern. 
In national affairs this had become physi- 
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cally manifest. The permanent Census 
Office, the reconstituted Department of 
Labor, the newly established Tariff Com- 
mission, the enlarged Department of Com- 
merce, the reorganized Federal Trade 
Commission, the expanding Department of 
Agriculture were so many stages in the 
economist’s progress. Not always as ex- 
pertly staffed as might be, hampered by 
political exigency, they reflected a widen- 
ing infiltration. There were positive tri- 
umphs too. Workmen’s compensation had 
become a part of our industrial scheme. 
Mediation and arbitration were finding use 
in a systematized form. Collective bar- 
gaining, at least as a phrase, had entered 
into business terminology. The income tax 
had been incorporated into the national 
revenue system. The theory of monopoly 
price was definitely accepted as to the 
regulation of noncompetitive industry. The 
Federal Reserve Act had repaired the 
glaring defects in our banking organiza- 
tion. The Federal Farm Loan project gave 
assurance that agricultural credit was to 
become available. 

The entry into and part of the United 
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States in the World War accentuated 
these tendencies. Problems of industrial 
mobilization, of labor adjustment, of price- 
fixing, of revenue provision, of banking 
administration, emphasized the inadequacy 
of current economic information and the 
need of expert economic guidance. Even 
though at the outset there was no instinc- 
tive recourse to the economist on the part 
of public authority and insufficient requi- 
sition of his equipment thereafter, yet 
services of importance and usefulness were 
rendered by almost every American econ- 
omist. 

In the post-Armistice period the Amer- 
ican economist has become again alert 
scholar and diligent investigator, concerned 
primarily with positive inquiry but retain- 
ing keen interest in speculative studies. 
The future of the science in the United 
States is thus full of promise. Compactly 
organized in scientific association, supplied 
as to assembled material and equipped as 
to technical journals, animated with high 
sense of public responsibility, established 
in academic office with large student groups 
affording apprentices and offering disciple- 
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ship—the American economist has attained 
an honored rank among scientists and come 
to fill a definite place in the nation’s life. 
The present vigor of economic inquiry 
in the United States not only gives assur- 
ance against obscurantism in industrial 
affairs; it offers growing resistance to social 
complacency. Insofar scientific study has 
come to be the mainstay of Economic 
Liberalism—validating contentions that are 
found to be sound, dictating changes where 
correction is shown to be necessary. 


The future of Economic Liberalism in 
the United States thus lies in the correc- 
tion of a political tradition and in the 
restraint of an immediate self-interest by 
the pressure of a social consciousness. 
These are not the conditions which beget 
abrupt revulsion. Social idealism, even 
economic justice penetrate the popular 
mind and induce public action always 
slowly. The process is certain to be 
further delayed where, as in the United 
States, opinion hallows the establishments 
of the past and experience suggests the 
unwisdom of venture. Liberalism has no 
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influential journals; its exponents, no staff 
of ‘“‘advisers in publicity and public rela- 
tions.” At a time when the manipulation 
of public opinion has attained the perfec- 
tion of a fine art, a long, hard struggle 
impends for those of the weaker bat- 
talions. That in the end the spirit of 
Liberalism will prevail in economic affairs 
as in other fields of social relations is 
something more than a pious wish. Men 
and women in increasing numbers find in 
it the meaning and the possibility of 
human progress. 
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